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NATIONAL AFFAIRS, POLICY 


SPC Analysis of 1993 Economy, 1994 Forecast 


94CE0365A Beijing GUANLI SHIJIE 
[MANAGEMENT WORLD} in Chinese 
No I, 24 Jan 94 pp 60-67 . 


[Article by Zhang Liqun (1728 4539 5028), with discus- 
sion involvement by Wang Jian (3769 1696), Zhang 
Liqun, Zhang Chuntai (1728 2504 3141), Liang Hua 
(2733 5478), Yang Takan (2799 1129 0170), and Fan 
Caiyao (2868 1752 5069), affiliated with the State 
Planning Commission, Economic Studies Institute, 
Comprehensive Research Office; edited by Jiang 
Dongsheng (5592 2639 3932): “‘Analysis of 1993 
Economy and Forecast for 1994”] 


[Text] The year of 1993 was another one of high growth 
for China’s economy, as well as a special one in which 
economic growth saw greater fluctuation. We project our 
1993 GNP at a comparable-price growth rate of over 13 
percent, making 1993 our year of highest growth since 
reform and opening. After July 1993, as Central Com- 
mittee Document No. 6 was issued and its macroeco- 
nomic regulation and control policy was applied, our 
industrial growth rate went into a sharp slide, with its 
monthly growth rate slipping from June’s 30.2 percent to 
16.4 percent by October, for a high drop of 13.8 points. 
But after October, as large amounts of credit funds were 
put into circulation, our industrial growth rate 
rebounded again sharply, reentering a high-growth state, 
with a much shorter regulation and control time-lag, 
which was the first year since reform in which such a 
situation had arisen. We hold that our 1993 economic 
growth features evolved in the setting of the dual- 
conversion of our economic growth style and economic 
system, showing that China’s economic growth had 
entered a new period. 


I. An Analysis of Our 1993 Economic-Growth Course 
and Its Causes 


Our 1993 economic-growth course can be divided 
roughly into two stages: January through June, with 
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sustained high growth; July through November, with a 
reentry into high-speed growth after experiencing a quite 
large fluctuation. 


1. An Analysis of Our January-Through-June Sustained 
High Growth and Its Contributing Factors 


On the heels of our 1992 economy having entered a 
period of overall high growth, our 1993 economy saw 
sustained high growth in a state approaching the verge of 
overheating. Our industrial output value monthly 
growth rates were 9.8 percent for January, 32.9 percent 
for February, 26.1 percent for March, 25.2 percent for 
April, 27.3 percent for May, and 30.2 percent for June. 
This data shows that except for the monthly growth rate 
changing sharply from January to February due to the 
impact of the Spring Festival, our overall growth trend 
was steadily upward, topping 30 percent by June. Mean- 
while, our capital goods prices rose quickly, with retail 
prices rising steadily to top double digits by June at 13.9 
percent. Our investment, financial, and circulation 
activities quickly heated up to show a chaotic order, all 
of which indicated that our whole economy was nearing 
the brink of overheating. 


The cause of this growth course was the dual-conversion 
of our growth style and economy. Since 1992, China’s 
economic growth had been conspicuously characterized 
by investment-demand pull with heavy industrial growth 
taking the lead. In contrast to its features since reform of 
consumer-demand pull with light industrial growth 
taking the lead, this shows that China’s economic-growth 
style had undergone a great change. The setting for this 
was a change in our development stage. After passing 
through the consumer makeup-lesson stage, by the 1990s 
we were faced with a higher level of consumer and a 
changed consumption structure, in which China’s indus- 
trial structure was beginning an all-out upgrading, with 
particularly faster change in secondary industries, mostly 
industry. Our industrial scale and overall economic scale 
correspondingly expanded rapidly. This upgrading 
resulted in a large amount of equipment replacement, 
establishment of new industries, and rapid qualitative 
and quantitative improvement of our infrastructures 
and basic industries, thus causing large-scale investment 
growth, as well as rapid growth of the investment- 
product production sector—heavy industry. This stage 
was one of rapid heavy industrial growth that certain 
industrialized nations had experienced. 


























Table 
Month Janeary February March April May June 
State Investment Accumulated Growth Rate 64.1 70.7 68.9 69.3 70.7 
Retail Commodity Sales Growth Rate 18.9 11.1 18.5 25.4 27.3 28.4 
Heavy Indusirial Growth Rate 15.6 36.3 30.2 28.4 28.8 30.5 
Light Industrial Growth Rate 3.9 29.3 21.9 21.9 25.7 29.7 
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It was precisely because we had entered this stage that we 
saw the sustained rapid growth from 1992 to 1993, 
which growth had profound development-stage causes. 
Our growth reality for the first six months of 1993 shows 
that this stage’s features are exceptionally clear. 1) 
Investment grows much more than market consumer 
demand. 2) Heavy industrial growth remains higher 
than light industrial growth. The following are some 
pertinent data: 


As to system reform, since the last half of 1992, [produc- 
tion-] factor markets had entered a period of rapid 
growth, with capital and real estate markets beginning to 
form and steadily expanding in scale, providing more 
channels for investment-capital formation, and sup- 
porting rapid investment growth. Our development- 
stage and system conversions combined to jointly drive 
our economy into a high-growth state. 


Due to the development-stage factor, savings and invest- 
ment funds increased sharply, causing overall financing 
to expand rapidly, while factor-market development was 
still in a preliminary stage, with planning and order not 
yet evolved. Expanded overall financing drove money 
markets to expand rapidly, while the sharp growth of 
land supply and demand drove the real estate market to 
expand quickly. Under such conditions, money and real 
estate markets that were in an initial growth stage 
unavoidably experienced chaotic order, causing an 
abnormal rise in money and real estate prices, rapidly 
heating up our whole economy to approach the brink of 
overheating. 


2. An Analysis of Our July-Through-November 
Economic Fluctuation and Macroeconomic Regulation 
and Control Results 


Faced with imminent overheating, the Central Com- 
mittee issued Document No. 6 in July, taking a series of 
macroeconomic regulation and control steps, such as 
rectifying our financial order, inventorying underway 
projects, and rectifying real-estate and development- 
zone investment, which brought fast results. Our indus- 
trial output value growth rate receded from June’s 30.2 
percent to 25.1 percent for July, falling steadily through 
August and September to 16.4 percent by October. In 
September, directed at enterprise operating difficulties 
and strong local demand for faster growth, the center 
took steps to put more money into circulation, also 
bringing quick results. By November, our industrial 
output value growth rate had picked back up to 18.9 
percent, and was in a further-acceleration trend. So 
prompt and effective macroeconomic regulation and 
control is a phenomenon that merits conscientious sum- 
ming up and analysis. We would note the following 
about it. 


a. This phenomenon shows that the central government 
has a clearer understanding of China’s economic 
operating laws. Its regulation and control timing 
choice was more fitting, as our economic growth at 
the time was climbing, while supply-shortage 
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restraints were not yet evident, and factors, such as 
our foreign exchange balance and key raw-material 
inventories, still had a certain supportive capability. 
In contrast to 1985 and 1988 when supplies were 
short and potential exhausted, with growth already 
causing a series of glaring conflicts, this choice of 
timing to take regulation and control steps showed a 
certain amount of foresight, preventing sharp eco- 
nomic volatility. Its regulation and control dynamics 
were also more appropriate, certainly not completely 
forcing our economy into a trough, but rather aiming 
at supporting all economic-growth terms for a timely 
promotion of economic recovery to high-growth 
momentum. These two examples show that the cen- 
tral government’s macroeconomic regulation and 
control skills are much better. 


b. The quick results from these regulation and contro! 
steps show that the basic terms of China’s economic 
operations have undergone a significant change. 
From a development perspective, as pointed out 
above, in growth through the form of mostly invest- 
ment-demand pull, in contrast to that through mainly 
consumer-demand pull, demand regulation and con- 
trol capability is much greater. And from the angle of 
system reform, as factor markets grow, the funda- 
mental impact of markets on economic operations 
grows sharply, with economic growth being guided 
more by all market signals, and the decisive impact of 
financial activities on the economy growing more 
prominent. It was precisely in such a setting that the 
mostly financial regulation and control policy mea- 
sures brought such quick results. This shows on one 
hand that as demand-regulation capability grows, 
macroeconomic regulation and control results and 
significance rise sharply, while showing on the other 
that in China’s macroeconomic regulation and con- 
trol, financial regulation and control measures are 
dominant. 


c. This macroeconomic regulation and control still 
depended mostly on administrative means, such as 
exercising financial regulation and control mainly 
through curbing all fundraising activities and inter- 
bank borrowing, which actually returned fund supply 
channels to banks. Bank regulation and control of 
overall funding relied mainly on direct control of the 
amount of basic currency put into circulation, thus 
controlling the money supply, instead of using bench- 
mark interest rates to regulate and control monetary 
demand. So as to regulation and control means and 
conduction mechanisms, it was still nonmarket- 
oriented. This situation conflicts to a certain degree 
with our market-system development and further 
change in our regulation and control grounds. 


This review of the state of our 1993 economy shows that 
China’s economy, as to either development stage, system 
base, or regulation and control capability, has entered a 
period of higher level and more mature development. 
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II. An In-Depth Perspective of Our 1993 Economic 
Situation 


Despite the above assessment, our 1993 economic 
growth involved certain profound conflicts that must not 
be overlooked. 


1. The Relations Among Our Growth, Investment, and 
Trade Structures and Reported Problems 


In our 1993 economic growth, the fastest growing indus- 
tries were ones such as motor vehicles, building mate- 
rials, metal-cutting machine tools, communications 
equipment, and petrochemical products; but in invest- 
ment growth, the fastest growing industries were ones, 
such as building materials, financial insurance service 
trades, real estate, transportation, and commercial bev- 
erages. In contrast to our fastest growth industries, this is 
quite inconsistent. On the other hand, as to our trade 
import structure, our fastest growing industries were 
ones, such as motor vehicles, rolled steel, metalworking 
machine tools, textile machinery, rubber and plastics 
manufacturing machinery, wire telephones or telephone 
switchboards, and refined oil, basically consistent with 
our domestic economic-growth structure. 


This shows that in contrast to domestic demand changes, 
our growth and trade-import structures responded quickly 
to meet demand, or market changes, while our investment 
structure did not respond flexibly enough. In other words, 
our market-guidance capability toward investment 
remained inadequate. In addition, our imperfect market 
development with a certain misguidance phenomenon, as 
well as the large impact of local government behavior on 
investment activity, were also factors in the lack of coor- 
dination between changes in our investment and market- 
demand structures. In such a state, market demand guided 
growth-structure change, while our growth structure could 
not effectively guide our investment structure through 
changes in industrial profit rates. From a long-range view, 
the impact on our domestic supply structure followed 
market-demand change, causing a sharp conflict of unco- 
ordinated supply and demand structures, which could be 
supplemented only by trade imports. Such a state put great 
pressure for a time on our future balance of international 
payments, as well as steadily lowering the international 
market share of domestic enterprises. As this resulted in a 
reduction of pull by domestic market development on our 
domestic industrialization progress, this was a problem of 
farreaching impact which, when relying mainly on 
domestic markets to promote industrialization, required 
full attention. In the short term, the excessive pressure 
being put mainly on our international balance of payments 
showed that the state of our international balance of 
payments had an exceptionally crucial impact on our 
overall domestic supply and demand and structural bal- 
ance, and thus on our domestic prices and even our whole 
economic growth. Genuinely resolving this problem meant 
rationalizing our investment-finance mechanism. On one 
hand, this required further improving our capital goods 
market, by adjusting upstream product prices, and stan- 
dardizing and improving markets for factors, such as 
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funds, in order to bring into better play the role of factor 
prices in guiding resources and funds. On the other, it 
meant a larger central government investment dynamic, by 
giving adequate investment inclination and support to 
fields in which markets had no impact, such as infrastruc- 
tures, basic industry, and particularly high-tech forerunner 
industries. 


2. The Widening of Our Urban-Rural Income and 
Market Gaps Indicated the Resurgence of a Glaring 
Binary Structural Conflict. 


Preliminary estimates for January through November 
are that real urban incomes corrected for inflation were 
up 13.9 percent from the same period in 1992; for the 
first three quarters, real peasant income corrected for 
inflation was up 3.7 percent from the same period in 
1992. So our urban-rural income growth-rate gap 
reached 10.2 percentage points, which gap had been only 
5.7 points in 1992. 


Along with this wider income gap, our urban-rural 
market gap also widened. For the first 11 months of 
1993, our retail commodity sales growth rate was 30.1 
percent for urban markets but 18.3 percent for rural 
markets, for a gap of 11.8 points; corrected for inflation, 
this gap was 9.5 percent. Around about 1992, these two 
gaps were respectively 7.8 points and 3.3 points. 


This indicated the resurgence of a glaring binary struc- 
tural conflict in China’s economy, or a rewidening of our 
urban-rural market and economic gaps, whose impacts 
were similarly far-reaching. 


a. The impact on our market development. As rural 
markets still made up over 50 percent of China’s retail 
commodity market, the slowing of peasant income 
growth and our rural market-development rate was 
bound to affect the expansion of our overall retail 
commodity market. 


b. The impact on domestic enterprises. In particular, 
the rural market pull was mainly on domestic labor- 
intensive and traditional consumer goods industries. 
Changes in this part of the market would have a great 
impact on the development of these domestic indus- 
tries. This situation was particularly disadvantageous 
to domestic-market enterprises that were subject to 
eversharpening competition, particularly to state 
enterprises and a large number of our midwestern 
township enterprises. As Chinese industry was cur- 
rently still lacking in capability and competitiveness 
to meet domestic high-tech market demand, there 
was room for improvement in its urban market share. 
In addition, our rural market inadequacy of the time 
left Chinese enterprises sharply restricted by overall 
domestic-market demand growth. 


c. Rural market change was having a clear impact on our 
rural industrialization. As a key market of rural 
industry was the rural areas, this was going to further 
impact peasant income growth, putting it into an 
unhealthy cycle. 
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d. Rural market change and the widening urban-rural 
economic gap also had a farreaching impact on our 
agricultural development and overall economic sta- 
bility. This problem needed solved in ways, such as 
rapidly upgrading urban industry to concede a part of 
the market to rural industry, and increasing exports of 
rural labor-intensive products. In the short term, as 
the existence of this problem affected mainly the 
effective expansion of consumer goods markets, as 
well as the market share of domestic enterprises, it 
could be held that domestic consumer-goods market 
demand, as to domestic enteprises, was in a state of 
stable growth, so would not exert a strong pull. 


3. State-Asset Reorganization and a Solution for State 
Enterprises Was a Matter in Urgent Need of Resolution. 


Our 1993 economic fluctuations reexposed the problems 
existing in state enterprises and state-asset operations, 
such as low operating efficiency, unmarketable products, 
poor market competitiveness, economic cooling, trian- 
gular debt, product overstocking, and growth rates down 
sharply, which showed up first in state enterprises. These 
problems were essentially ones that state enterprises and 
state assets could not adjust to properly in the course of 
excellence through market competition, leaving their 
structures and situations severely unsuited to market- 
demand changes and competition needs. So we had to 
reorganize state assets to complete our structural- 
adjustment mission, while speeding up our conversion of 
state-enterprise operating forces to meet market- 
competition needs. The existing problems in our state 
enterprises and state assets left China’s economy with very 
little capability to sustain regulation and control. Once 
growth rates fell, this would put great pressure on govern- 
ment, as well as sharply discounting our overall economic 
growth efficiency, to lower our economic growth quality. 


4. Our Factor-Market Development Remained Poor, 
With a Lack of Market Order, and Still Unsound 
Capability To Regulate Factor-Disposition. 


Our 1993 economic-order chaos showed up conspicuously 
in factor markets, with economic regulation and control 
also being expressed mainly as rectification of factor 
markets. As we generally controlled factor-market scale to 
reduce the factor-market impact on the disposition of 
[production] factors, factor markets remained unable to 
improve quickly or develop fully. But in view of our 
socialist market economy reforms, which required the 
establishment of a complete market system, as factor 
markets played a key role in the market system and the 
market-disposition of resources, as well as being a crucial 
grounds for the new form of macroeconomic regulation 
and control, factor-market development and improvement 
was imperative. A inatter that required attention was the 
relations between an appropriate resolution of factor- 
market development and the conversion of macroeco- 
nomic regulation and control style, to ensure an effective 
macroeconomic regulation and control 
capability. 
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Analysis of these problems shows that while the Chinese 
economy has entered a period of more mature growth, 
deeper development and system conflicts remain, 
affecting the sound development of our whole economy. 
Along with our dual growth and system conversion, the 
time is gradually approaching to resolve these deeper 
conflicts, so that we are facing a crucial period for reform 
and development. 


III. An Evaluation of Our 1994 Economic Trends 


The determining factors in our 1994 economic trends are 
roughly as follows: 


Demand-expansion potential, including investment 
growth and domestic market demand expansion; supply- 
growth potential, including farm-product supply growth, 
and basic and key raw material supply-growth capability; 
our international balance of payments, reflected mainly 
in import-growth capability; inflation trends and eco- 
nomic and social sustainability. These are separately 
analyzed and projected below. 


1. An Analysis of Our Demand-Expansion Prospects 


We hold that our major demand-expansion area in 1994 
will remain investment, which is interrelated with our 
conversion of growth style and change in development 
stage. Our investment demand in 1994 will be affected by 
investment aspirations, investment fund sources, and 
investment-fund supply channels. Investment aspirations 
will be related to our current development stage, about 
which all parties will remain exceptionally exuberant. For 
a detailed analysis, our 1994 planned investment is 1.4- 
1.45 trillion yuan, up an estimated 16.7 percent from 1993, 
basically suited to our GNP growth rate of about 10 
percent for the first time in years of planning, showing that 
the Central Government has made quite large plans for 
increased investment. Local governments will remain bur- 
dened on one hand with the problems of employment, 
shortage limitations, and invigoration of local economies, 
while being further heavily motivated by 1994 reelection 
activities on the other. In addition, as our overall eco- 
nomic policy will be for the whole nation to seize the 
opportunity for faster development, local government 
investment aspirations will also remain exceptionally 
strong. Enterprises faced with great pressures from market 
change, equipment upgrading, and the establishment of 
new-product production lines will also take active steps to 
invest more. In general, the aspirations of all parties to 
invest more will remain very strong. Investment fund 
sources will also be more abundant. Current estimates are 
that 1993 was our year of fastest income growth and most 
savings growth, with our savings deposit balance at 1.46 
trillion yuan by the end of November, up 30.6 percent 
from the same period in 1992. In addition, 1994 will see 
still better terms for a further increase in our use of foreign 
investment. Our real use of foreign investment had 
reached $22.7 billion for the first three quarters of 1993, 
and is expected to top $30 billion for all of 1994, to be a 
major funding source for investment. In addition, once our 
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exchange rates are merged in 1994, some of the foreign- 
exchange funds that flowed abroad in 1993 will flow back 
to China, also adding to our investment funding sources. 
The current problem is in investment fund channels. On 
one hand, local government investment fund channels are 
down in the new investment-finance system, with limita- 
tions on channels, such as credit fund regulation authority, 
the two basic regulation funds, and fundraising. On the 
other, once the central government sets up the policy- 
investment bank, it may have trouble smoothly dove- 
tailing it with its former investment-control sector, which 
problem might affect investment-fund supply. But we hold 
that investment sources will be abundant, with strong 
investment aspirations by all parties, so that investment 
demand will remain very high. 


As to consumer demand, 1994 will see a stable growth 
trend. For a detailed analysis, urban consumption will 
grow faster, particularly in large cities. Certain new 
consumer hotspots will further expand. For instance, 
areas, such as housing and interior decoration, telephone 
and communications equipment, new-age home elec- 
tronics, and private automobiles, will all grow faster. But 
as rural markets will be in a slow trend, with the 
purchasing power in small and midsize cities and of low- 
and middle-income city dwellers for new consumer 
goods remaining obviously inadequate, consumer mar- 
kets will generally remain in a state of sustained, steady 
growth roughly similar to 1993. 


In general, demand in 1994 will maintain a brisk growth 
momentum pulled by investment. We predict for 1994 
an investment growth rate at prvailing prices of still over 
30 percent, with retail commodity sales growth 
remaining at about 20 percent. As domestic demand will 
remain very brisk, our 1994 exports will still maintain 
their low-growth trend and, despite the impact of factors, 
such as the merging of exchange rates, are predicted to 
have a growth rate still not higher than 10 percent. This 
analysis shows that as to demand pull, 1994 will still 
have high economic-growth conditions. 


2. An Analysis of Our Supply-Growth Prospects 


The product supplies closely connected to demand 
expansion are farm products, transport capability, 
power, and key production raw materials. Overall, 1993 
remained a year of bumper agricultural harvests. While 
our cotton and sugar crop yields were lower, our farm 
product supplies in general still had a certain potential. 


Our railway transport capacity grew slowly in 1993, 
below 3 percent, probably indicating inadequate railway 
transport growth. So our 1994 transport capacity will be 
one of supply shortages on top of shortages. As 40 
percent of our railway transport capacity goes to coal 
shipping, transport-capacity limitations will directly 
affect our energy growth, which will be quite a large 
restraint on our 1994 economic growth. 


In 1993, our rolled steel supplies grew very quickly. By the 
end of November, despite our sustained high economic 
growth, our rolled steel inventories were still up 21.5 
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percent from the same period in 1992. But our 1993 rolled 
steel supply growth was due to exceptional factors: a) Iron 
and steel enterprises, induced by market prices, put their 
equipment into overload production, with rolled steel 
output up 16.7 percent for the first 11 months, making 
1993 another year of high growth on the heels of that in 
1992. b) Guided by market prices, imports grew exces- 
sively. By the end of November, rolled steel imports had 
reached 25.81 million tons, up 370 percent from 1992. In 
1994, as all of these factors will have a much lower impact, 
with iron and steel enterprise growth potential no longer 
large, and sharp import growth also restricted by foreign 
exchange, our rolled steel supply growth rate will be back 
down sharply from 1993. 


This analysis shows that in 1994, our supply-growth poten- 
tial wil! be lower than our demand-expansion potential. 
From a supply-growth perspective, this will support a GNP 
growth rate of only about 10 percent, leaving a definite gap 
with our demand-expansion momentum. 


3. An Analysis of Our International Balance of Payments 
Prospects 


This involves mostly an analysis and forecast of our trade 
balance and foreign exchange reserves. We have already 
analyzed above our 1994 export growth rate, which will be 
lower. But our import growth will remain faster, due on 
one hand to our great domestic market-expansion poten- 
tial (investment and consumer demand), and on the other 
to the large gap between our domestic supply and demand 
structures. So in 1994, our imports will grow faster than 
our exports, with our trade foreign-exchange balance 
remaining in a deficit state, and our foreign exchange 
reserves down further. By the end of November 1993, our 
state foreign exchange reserves were at a level of enough 
exchange to pay for two and one-half months of imports. If 
this declines further in 1994, it will very quickly fall below 
the warning line. 


Our state of international balance of payments shows that 
there will be little capability in 1994 to increase domestic 
supplies through imports, which will further restrict our 
domestic supply-growth potential. Particularly once our 
exchange rates are merged in 1994, the probable exchange- 
rate rise will touch off a tariff-base change, which will put 
definite limitations on import growth. This will have the 
impact of easing our international balance of payments, 
while restricting our supply growth. 


4. An Analysis of Our Inflation Prospects 


After November 1993, our domestic market prices went 
into a further rising trend, with the general appearance in 
particular of rising prices for basic consumer goods, such 
as food, and many places afflicted with the phenomenon 
of panic-buying of grain, edible oil, and meat. So our 
1994 price and inflation trends have become a hot topic 
of widespread concern to all. 


We hold that our 1994 prices and inflation will be 
determined by our macroeconomic regulation and con- 
trol steps and effective market management. The above 
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supply analysis shows that our supply-growth potential 
will still be able to support a GNP growth rate of 
approximately 10 percent which, generally speaking, is 
still quite a high growth rate. If supply can be kept within 
the limits of growth, there will be neither a large gap 
between supply and demand, or severe inflation and 
price rises. But as our 1994 demand-expansion 
momentum will remain very strong, being larger than 
our supply-growth potential, if we do not regulate and 
control at all our demand-pulled high economic growth, 
but adopt rather an incentive policy, our prevailing-price 
growth rate will be very high, with very severe inflation 
and price rises. In addition, the phenomenon since 
November 1993 of faster price rises for basic consumer 
goods, particularly grain, is sharply related to the lack of 
the necessary control, restraint, and regulatory means for 
grain and edible oil markets since grain and edible oil 
prices were deregulated. This phenomenon shows more 
of a market-managemcent problem than one of tight 
supply and demand for basic consumer goods and farm 
products. So as long as our overall macroeconomic 
regulation and control steps in 1994 are correct, to 
effectively control and regulate markets for daily neces- 
sities, such as grain and edible oil, we will not see severe 
price rises for basic consumer goods. 


Summing up the above analyses, we hold that 1994 may 
bring either of two economic trends: a) A situation in 
which high growth and more severe inflation coexist, in 
which case we will likely see major regulation and 
control steps taken in the last half or fourth quarter, 
bringing quite sharp economic fluctuation. b) An overall 
policy keynote of appropriate regulation and control to 
bring higher but stable growth, accompanied by sustain- 
able, approximately 10 percent price rises and inflation. 
The key to which trend will occur will be determined by 
our 1994 macroeconomic-policy keynote. We hold that 
we ought to base our actions on a correct understanding 
of our supply potential and growth conditions, to choose 
an overall macroeconomic policy ori: :tation of appro- 
priate regulation and control, in an # ‘empt to achieve 
the second growth trend. 


+ al Issues and Suggested Countermeasures for 


1. Investment-Finance System-Reform and Rational 
Guidance of Investment 


In 1994, we are going to establish a policy-investment 
bank, which will combine the former control functions of 
the State Planning Commission and the Economics and 
Trade Commission over capital construction and tech- 
nological-upgrading investment, for joint control of 
investment funds. In addition, local government invest- 
ment-fund sources will be sharply restricted. This reform 
will involve two issues: a) Whether investment channels 
can be opened up to impact investment growth; b) 
Whether our investment orientation can be guided cor- 
rectly to resolve the problem pointed out in the above 
analysis of the lack of coordination between our invest- 
ment-growth and economic-growth structures. We hold 
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that the key to the first issue is to rationalize the relations 
of the policy-investment bank with the Planning and the 
Economics and Trade commissions, for an effective 
increase in Central Government investment. This issue 
is actually related to the second one, as a correct guid- 
ance of investment orientation, in addition to perfecting 
the functioning of market forces, will more importantly 
bring the government role in the disposition of funds 
into full play in our current economic development 
stage, which role must be realized mainly in the form of 
Central Government investment. So in investment- 
finance system-reform, we need to give central place to 
Central Government investment, by ensuring that Cen- 
tral Government investment channels are open. In addi- 
tion, we need to analyze in detail Central Government 
investment targets. Of our investment fields that are 
currently under little market guidance, in addition to 
infrastructures and some basic industry, the most prom- 
inent ones are high-tech industries, such as the equip- 
ment and basic electronics industries, which are indus- 
trial forerunners. As these require large investments, are 
highly capital- and technology-intensive, have long 
investment-construction periods, and do not have clear 
short-term market prospects, enterprises and localities 
find it very hard to invest in these fields, leaving a 
particular need for Central Government investment 
guidance. We hold that there is now more emphasis on 
infrastructure and basic industry construction, but not 
enough on faster development and construction of high- 
tech forerunner industries, so that the latter should be 
given priority. This will be the only way to promote 
faster upgrading of our industrial structure. 


In investment-fund use, central government investment 
should give prominence to industrial-policy targets, 
rather than being overaffected by microeconomic effi- 
ciency goals. Otherwise, the market role would interfere 
too much in Central investment activities, making it 
impossible for the Central Government to supplement 
market defects through direct investment. So when coor- 
dinating the relations between the former government- 
investment control sector and the policy bank, we need 
to effectvely meet mostly industrial-policy needs, instead 
of overemphasizing microeconomic capital efficiency. 


Summing up this analysis, we hold that the crux of our 
1994 financial-system reform should be to effectively 
increase central government investment capability, as 
well as using mostly industrial policy to set central 
government investment orientation. This will also be of 
significance in effectively regulating and controlling our 
investment-growth rate, thus affecting overall demand. 


2. Effectively Combining Financial-System Reform 
With Overall Macroeconomic Regulation and Control 


Our analysis of our 1994 economic trends shows that 
rapid and sound economic growth in 1994 will depend 
largely on the central government’s overall macroec- 
nomic regulation and control capability, centered on its 
financial regulation and control capability. A very 
important part of our 1994 financial reform will be 
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making specialized banks more businesslike, in which 
process, whether reform is complete or not, specialized 
banks will acquire more independent decisionmaking 
power. As our regulation and control of specialized 
banks and overall financial activities will be converted 
more to setting the basic money supply and benchmark 
interest rates, effective financial regulation and control 
will be a mojor issue affecting our overall economic 
situation. 


We hold that in 1994, our capability to control fund 
volume and regulate and control financial activities 
through the basic money supply will be sharply lower. 
This is due mainly to too much basic currency having 
been put into circulation in the fourth quarter of 1993. 
From September through November, the central bank 
put over 200 billion yuan in basic money supply into 
circulation, promoting a rapid increase in bank loans, 
which grew more than 250 billion yuan in October and 
November, over twice their increase for the first three 
quarters. As we estimate that even more money was put 
into circulation in December, we are projecting our loan 
increase for 1993 at 470 billion yuan, up 22 percent from 
1992. Under such concentrated lending and putting into 
circulation of basic currency, funds grew very quickly for 
both all specialized banks and enterprises. Our current 
specialized bank provision rate is over 13 percent, 
sharply higher than the normal level of 5-7 percent, and 
more than 10 points higher than that at the beginning of 
1993, showing that bank credit-expansion potential is 
great. As to enterprise funds, enterprise deposits began to 
bottom out in October, growing 24 billion yuan that 
month, over 50 billion yuan in November, and an 
estimated even larger amount in December. This shows 
that the large amount of funds put into circulation are 
already higher than our objective economic-growth 
needs. Our calculations show the unit-loan-increase cor- 
respondence to industrial output value growth at 1.50 
yuan for 1991 and 2.47 yuan for 1992, but only at 0.55 
yuan for September through November 1993. This situ- 
ation is now more stable on one hand because the rapid 
demand growth, particularly that of investment, is sub- 
ject to a time lag in pulling high-speed economic growth. 
On the other, it is due to more control steps directed at 
specialized banks, such as the relending of basic currency 
put into circulation going first to the head offices of all 
specialized banks where it is divided up among all 
branches, and all specialized bank branch large- 
denomination remittance settlements having to go 
through the central bank, all of which have sharply 
reduced fund turnover rates, partially offsetting the 
impact of more overall funds. 


As specialized banks make entrepreneurial reforms in 
1994, the above measures to restrict specialized banks 
will be affected to decrease in impact, with resulting 
faster fund turnover rates, and problems related to more 
overall funds growing more conspicuous. In addition, as 
it is predicted that investment demand will expand 
rapidly in the first quarter of 1994 due to massive fund 
support, the enterprise fund-turnover rate will also accel- 
erate. Summing up this analysis, the excessive amount of 
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credit granted in the fourth quarter of 1933, and the 
entrepreneurial reforms of specialized banks in 1994, 
will sharply reduce the capability of the central bank in 
1994 to regulate and control overall finance through 
controlling the basic money supply. 


As to the function of benchmark interest rates, since 
China has still not perfected our money markets, once 
specialized banks become businesslike, as new restraint 
forces will remain hard to evolve in a short time, and 
particularly as prices will fluctuate sharply during rapid 
economic growth, benchmark interest rates will still have 
a weak capability to regulate overall finance. 


Summing up this analysis, the Central Government’s 
overall macroeconomic regulation and control capability 
will be lower in 1994 than in 1993, with financial 
reforms likely to exacerbate this trend. As to the sound 
growth of our overall economy, this will pose a potential 
danger. 


In light of this, in our 1994 financial reform, we should 
pay conscientious attention to its impact on our macro- 
economic regulation and control capability, particularly 
on our financial regulation and control capability. More- 
over, we should cut back on the amount of basic cur- 
rency put into circulation starting from the beginning of 
1994, in an attempt to reduce the impact of the excessive 
amount put into circulation. Meanwhile, we should 
standardize and perfect as quickly as possible our 
money-market order, by strengthening restraints on 
enterprises, particularly financial enterprises, in an 
attempt to strengthen the regulatory impact of capital 
prices on financing activities. 


3. The Merging of Our Exchange Rates and Our Balance 
of International Payments 


In our 1994 economic trends, the major support to 
supply will be import growth and, as long as supply 
grows faster, we will be able to achieve our goal of rapid 
economic growth with low inflation. So import-growth 
potential has a supportive capability for our interna- 
tional balance of payments, being one of our key grounds 
for sound economic growth in 1994. 


Our 1994 foreign exchange reform will abolish foreign 
exchange retention and quota control, deregulating for- 
eign exchange prices, with banks managing foreign 
exchange services and foreign exchange transaction 
activities. This will have the impact of probably raising 
foreign-exchange exchange rates and, once foreign 
exchange quota control is abolished, affecting central 
import activities, also lowering central ability to control 
overall foreign exchange usage. While it is predicted that 
higher exchange rates will stimulate exports and restrict 
imports, having a good impact on our international 
balance of payments, the restriction on central imports 
may have a bad impact on our import structure. Imports 
of capital goods where the relations between domestic 
and international prices have not yet been rationalized, 
as well as ones, such as crude oil, refined oil, and grain, 
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will be impacted sharply, while imports, such as high- 
priced, high-profit manufactured consumer goods, will 
grow faster, which will be particularly adverse to sup- 
porting effective supply growth. In addition, more 
importantly, our ability to control the use of foreign 
exchange will decline. As pointed out in our above 
analysis, exports will grow slowly and imports sharply in 
1994, putting foreign exchange in a state of undersupply. 
So easing our foreign exchange control in such a state is 
very likely to touch off large exchange rates volatility, as 
well as reducing our foreign exchange reserves faster, 
thus weakening our ability to regulate and control our 
international balance of payments. This could result in a 
deterioration in our international balance of payments, 
forcing the government to institute a policy of overall 
economic retrenchment. As to economic growth, this is 
yet another unstable factor. 


So in our 1994 foreign exchange system reform and 
exchange rates merging, we need to pay attention to 
overall economic trends, particularly our international 
balance of payments, by doing all possible to avoid or 
lower the negative impacts pointed out in our above 
analysis, in order to pave the way for a more effective use 
of foreign exchange funds, the overall strengthening of 
our macroeconomic regulation and control capability, 
and better macroeconomic regulation and control 
effectiveness. 


Analysis of Macroeconomic Regulation, Control 


94CE0348A Beijing ZHONGGUO WUJIA [PRICES IN 
CHINA] in Chinese No 1, Jan 94 pp 9-13 


{Article by Zhen Yan (3914 6056): “An Analysis of the 
State of Macroeconomic Regulation and Control in 
1993”] 


[Text] Macroeconomic regulation and control had a 
profound impact in the two areas of economic growth 
and system reform in 1993. To analyze 1994’s macro- 
economic regulation and control policy results, we will 
first review the economic setting that caused the Central 
Committee to take macroeconomic regulation and 
control steps. 


I. The State of the Economy From 1992 to the First 
Half of 1993 


In early 1992, the inspiration of Comrade Deng Xiaop- 
ing’s southern-tour speeches set off an upsurge of faster 
economic growth everywhere throughout China so that, 
once the state of economic stagnation that had been 
extant since the improvement and rectification cam- 
paign was changed, economic growth in all areas steadily 
jumped to new heights. But as China’s new economic 
system based on a market economy had not yet been 
established, various flaws of the old system resurfaced. 
All areas competed to build new shops and stores, 
reexpanding the scale of capital construction in partic- 
ular, while “bottleneck” industries, such as power and 
transportation, did not grow correspondingly, causing a 
tense situation of supply not meeting demand for both 
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commodities and capital. Statistics show that our 1992 
GNP was up 13 percent from 1991's, while this tense 
macroeconomic state intensified steadily in the first half 
of 1993, becoming a glaring threat to economic growth. 


Along with this economic phenomenon of too fast 
economic growth, our macroeconomic financial order 
during this period was in chaos, spurring public capi- 
tal-demand to exceed normal limits. This was seen 
mainly as: 


1. Interbank borrowing was enormous, with quite a few 
money markets converting to currency markets. As 
direct central-bank control of the credit scale restricted 
to a certain extent enterprise loan-demand, while call 
markets grew rapidly through financial-system reform, 
borrowing became a key source of capital for enterprises 
to breach state control. As the central bank and state 
specialized banks in all areas also wanted, due to a 
variety of reasons, to do all possible to satisfy these 
enterprise aspirations, their capital outilow in non-loan 
forms was huge. It was reported that »ther state-bank 
fund-source account-headings in 1992 were down 152.43 
billion yuan, or 42.8 percent of the increased loans for 
the same period. And in the first four months of 1993, 
they were down another 79.909 billion yuan. Net lending 
by specialized banks was up 59.32 billion yuan in 1992, 
as well as up again somewhat for the first four months of 
1993. By May 1993, 14.3 percent of loan capital was 
being used by non-money markets. 


2. All types of fundraising activities arose one after 
another. While these funds were all beyond-plan, making 
it hard to ascertain their scale precisely, we can see from 
the results they caused the extent of the fundraising 
impact. a) This fundraising was without exception 
through means that promised interest rates higher than 
those for bank savings deposits, with the widespread 
extent of the fundraising activities raising real capital 
prices (interest rates) above 20 percent. b) The huge gap 
between these fundraising-capital interest rates and offi- 
cial ones caused a large national savings-decline and a 
bank-payment crisis. It is calculated that real savings 
deposits were down at least 80 billion yuan from the 
savings deposit balance trend-value, or 22.4 percent of 
the 1992 loan increase. 


3. Development-zone, real-estate, and stock fevers 
attracted much construction capital. As much as 75-80 
percent of loan funds were loaned at high interest to 
certain economic subjects that used them for purposes, 
such as real estate and stock speculation, with many 
enterprises and institutions even drawing on regular 
production working capital or high-interest fundraising 
to take part in speculative selling. So real estate and stock 
prices climbed time and again, showing a false market 
prosperity of supply not meeting demand, and forming 
to a certain extent a so-called “bubble economy.” 


In addition, foreign-exchange conversion prices, also due 
to many reasons, were speculated in a short period to the 
boiling point, with the real exchange rate of the RMB to 
the dollar reaching 11 : | for a time. 
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Such a macroeconomic state unavoidably had the fol- 
lowing consequences: a) funds were in severly short 
supply for priority enterprises and construction projects 
that played a mainstay role in national economic growth, 
as well as for indispensable farm products and foreign- 
trade ing activities, impacting normal economic 
activities; b) the “bubble economy” expanded rapidly, 
tending to flow over into other economic sectors; c) 
inflation remained high, in danger of high-speed growth 
under “bubble-economy” conditions; d) high inflation 
was about to severely obstruct the sound growth of our 
national economy. 


So the Central Committee officially decided in June 
1993 to apply macroeconomic regulation and control to 
national economic operations. 


II. Macroeconomic Regulation and Control Application 
and Results 


Directed at the state of operation of our national 
economy, the state adopted the principles of rectifying 
the financial order, optimizing the industrial structure, 
raising economic efficiency, and promoting balanced, 
rapid, and sustained economic growth, by doing all 
possible to abandon the indiscriminate method of all-out 
tight money, in order to ensure the funds needed for 
farm and sideline product purchasing, normal produc- 
tion by priority enterprises, national priority construc- 
tion projects, and foreign-trade purchasing and opera- 
tions. So we adopted mainly the following regulation and 
control policies: 


1. We tightened overall monetary demand, strictly con- 
trolling overall credit. The Central Committee instructed 
all areas to conduct a one-time, all-out examination and 
verification of our project and fund-use lineup, deciding 
to halt or slow projects that did not conform to national 
industrial policy, did not have construction funding, and 
had not been examined and approved per stipulation, to 
strictly control the construction of new projects, and to 
not approve in principle any new construction projects 
for the last 4 months of 1993. We tightened credit so that 
all bank loans grew only 99.3 billion yuan for the first 
half of 1993, 26.3 billion yuan less than for the same 
period in 1992. 


2. We regulated the economy through market-economy 
means. In May and July 1993, the central bank raised 
bank deposit and loan interest rates twice, with the 
finance sector also correspondingly raising 1993 treasury 
bill interest rates. Based on improving foreign-exchange 
management, the pertinent state sector gave up some of 
its foreign-exchange intervention in market exchange 
rates, stabilizing the rate of exchange between the RMB 
and the dollar at about 8.7:1. 


3. We improved our financial order through administra- 
tive means. a) We made a few simple rules to be 
observed by all concerned in the financial system: all 
illegal lending was to be immediately stopped and con- 
scientiously cleared up, with deadlines set for recouping 
illegally loaned funds; no financial institutions were 
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allowed to covertly raise deposit and loan interest rates, 
or collect kickbacks from loan subjects; the input of 
credit funds by banks into all economic entities run by 
them was to be immediately stopped, with banks having 
to completely dislink themselves from all of their own 
economic entities. b) We strictly enforced tax-revenue 
policy. The tax-revenue sector had to strictly control tax 
reductions and exemptions, strictly control spending, 
and further cut back the growth of social-group pur- 
chasing power. c) We cleared up compensated fund- 
raising activities. Except for the sale per stipulation of 
stocks, enterprisc bonds, financial bonds, investment- 
fund bonds, and trust-beneficiary bonds, all fundraising 
activity compensated by repaymem of capital with 
interest or payment of dividends and bonuses to capital 
contributors was temporarily stopped. We particule.iy 
stipulated that compensated fundraising activities by 
state organs, institutions, and social groups directed at 
employees and the public were prohibited. 


Such a large-scale macroeconomic regulation and control 
policy produced in a very short time remarkable results: 


1. Industrial production, while maintaining high-speed 
growth, fell steadily, with the excessive growth 
momentun of fixed assets controlled somewhat. State 
Statistical Bureau information shows that state-unit 
investment growth, in comparison to the same periods in 
1992, was 70.7 percent for the first half of 1993, but 66 
percent for the third quarter, down 9 points. As to 
investment sources, the ratio of self-raised funds at all 
levels also correspondingly fell from 86 percent to 76 
percent, with the industrial growth rate down from its 
first-half of 25.5 percent to 22.5 percent for September, 
and down again to 16.4 percent for October. 


2. Our financial situation and order began to improve. 
This could be seen mainly as: a) The currency-input 
growth-trend slowed. While our money supply growth 
reached a high of 54 percent for the first half, four 
consecutive months of lower input in the last half in 
relation to the same periods in 1992 brought our market 
money-supply growth down by the end of October to 
38.6 percent, 15 points lower than for the first half. b) 
Specialized bank payment-readiness funds quickly 
rebounded, reaching about 10 percent by the end of 
October. In addition, the PBC injected 20 billion yuan of 
funds into all financing centers, resolving bank-payment 
problems, and starting to invigorate normal interbank 
lending; c) The illegal bank-lending phenomenon began 
to be corrected, with a net of over 30 billion yuan in 
loaned funds recouped, or one-third of that recoupable. 
d) All arbitrary fundraising began to be curbed, with 
actions, such as high-interest fundraising and financial 
swindling, severely cracked down on. e) The higher 
interest-rate policy showed marked results, with savings 
deposits climbing monthly to reach a balance of 1.3867 
trillion yuan by the end of September, up 232.2 billion 
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yuan from that at the end of 1992. f) Foreign exchange 
conversion prices stabilized at the policy-anticipated 
control level. 


3. The development-zone and real-estate fevers in all 
areas cooled somewhat, with real estate prices in coastal 
zones down about 20 percent. Correspondingly, capital 
goods supplies loosened, with investment-product prices 
back down somewhat. According to a report in ZHON- 
GHUA GONG-SHANG BAO [CHINA INDUSTRIAL- 
COMMERCIAL REPORT] for October, the domestic 
commodity market price index was down 2.8 percent, 
including drops of 6 percent for ferrous metals, 2.3 
percent for nonferrous metals, 0.8 percent for industrial 
chemicals and light industry, and 2.6 percent for 
machinery and electronics products. 


4. Loans to ensure national priority projects increased 
sharply. As much as 93.9 percent of the funds for 112 
state-loan-invested national priority projects were pro- 
vided. For 65 priority projects in the transportation, post 
and telecommunications, petrochemicals, pharmaceuti- 
cals, light textiles, and other industries, all of the loan 
funds in 1993 plans were provided; 71 percent of tech- 
nological upgrading funds were provided, up 7.5 points 
from the same period in 1992; foreign-trade loans grew 
over 10 points more than foreign-tzade exports; farm and 
sideline-product purchasing loans grew to 12 billion 
yuan for October, with the Agricultural Bank having 
specially set aside over 22 billion yuan in preparation for 
purchasing. 

While this shows that this macroeconomic regulation 
and control policy’s objectives had basically been or 
were being realized, many negative regulation and 
control effects still needed much attention. 


1. Enterprise operating-fund difficulties remained quite 
glaring. In order to alleviate these difficulties, the PBC 
issued 150 billion yuan in basic money supply to special- 
ized banks from late August to late October, increasing 
the lending capability of specialized banks. But while 
this should have improved the overshortage of funds 
generally, a time-lag was involved, meaning that we still 
needed to see if the lending structural reform was 


appropriate. 


2. Enterprise inventories grew, with losses up and eco- 
nomic efficiency declining. By the end of September, 
finished products were tying up 152.67 billion yuan in 
funds, up 14 percent from the same period in 1992; State 
Statistical Bureau data on inventories of 75 key manu- 
factured goods showed 54 up from the beginning of 
1993, with 11 goods, such as rolled steel, tin, and 
concentrated nitric acid, up more than 100 percent. By 
the end of September, inventories were up from the 
beginning of 1993 by 2.664 million tons for cement, 
53,400 vehicles for automobiles, and 4.03 million tons 
for rolled steel goods throughout China. For October, 
finished-goods inventories of budgeted state-owned 
industrial enterprises were up 19 percent from the same 
period in 1992, with realized profits down 21.8 percent 
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from September. As many as 37.8 percent of enterprises 
were sustaining losses, which losses were up 9.1 percent 
from September. “Triangular debt” resurged, with 
mutual arrears recurring, leaving net accounts-due by the 
end of October topping 210 billion yuan, up more than 
40 billion yuan from the end of July. 


3. Fixed-asset investments continued to grow too fast. 
While the macroeconomic regulation and control steps 
had controlled new projects that had not yet gone into 
construction in 1993, the building of new shops that had 
begun in all areas was certainly not genuinely cut back, 
with national priority construction projects striving to 
complete plans, making it impossible to reduce the 
investment scale in the short term. Fixed-assets invest- 
ment for the first three quarters was still up over 65 
percent from the same period in 1992, leaving market- 
demand pull and inflationary pressures certainly not 
markedly lighter. 


4. Final public demand showed a weakening trend, with 
markets slightly soft. For October, overall retail com- 
modity turnover corrected for inflation actually grew 
only 5 percent; investment-product demand corrected 
for inflation actually grew less than in 1992; export 
demand remained slow, with customs exports for 
October up only 5.1 percent from the same period in 
1992. In addition, commercial-purchasing zeal was not 
high, with net commercial purchases of manufactured 
goods for October up only 10.5 percent, 16.1 points 
lower than for June. 


5. In clear contrast to the slight downturn in investment- 
product prices, consumer-goods market prices saw a 
sustained upswing. For the first three quarters, overall 
retail prices rose 12 percent, while the cost-of-living 
price index rose 14 percent, including 18.9 percent for 
the 35 large and midsize cities, to reach a peak-state 
since economic reform. Prices in all areas throughout 
China rose simultaneously in all dimensions, forming a 
moderate degree of inflation. 


III. An Analysis of the Macroeconomic Regulation and 
Control Policy’s Effects 


While this macroeconomic regulation and control policy 
was generally correct in direction and appropriate in 
degree, to basically achieve a “soft landing” without a 
sharp economic retrenchment, such macroeconomic reg- 
ulation and control through mostly administrative mea- 
sures would have damaged to a great extent the regular 
operations of many enterprises. Phenomena, such as the 
heavier “triangular debt” and soft market sales for 
enterprises at the time, showed that the macroeconomic 
regulation and control was too sharp in force, leaving an 
appropriate easing of the money supply the inevitable 
option for maintaining a certain economic-growth rate. 


Our economic operations after the macroeconomic reg- 
ulation and control showed a seemingly contradictory 
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economic phenomenon. On one hand, higher invento- 
ries, declining efficiency, and soft markets showed inad- 
equate market demand; on the other, too high invest- 
ment growth and rapid retail-price rises showed an 
abundance of funds and strong demand. As to funding, 
while the central bank had recently issued 150 billion 
yuan in basic money supply, enterprises were again 
forming “triangular debt” on a large scale due to fund 
shortages. We hold that two basic factors created this 
situation. a) The macroeconomic regulation and control 
impact still existed, and was going to for a short time, as 
the new funds injected by the state had not yet reached 
all economic players. b) This macroeconomic regulation 
and control was structurally characterized by a guarantee 
of priority-project fund demand, with a cutback of 
nonpriority-project fund demand. But in our current 
economic operations, nonpriority projects were sharply 
driving market demand, with the demand inadequacy 
created by the fund shortage for this sector lasting for 
quite a long period of time. So as time passed, the 
conflicts in our economic operations would be bound to 
improve somewhat. 


In order to prevent the recurrence of such macroeco- 
nomic overheating, the state still had to make follow-up 
policy adjustments in many areas. As to the factors 
producing this “bubble economy,” on one hand, the 
severe market imbalance created by administrative 
monopoly had artificially raised market prices in many 
fields, thus causing excessive profiteering and specula- 
tion; on the other, our financial system’s responsibilities 
were hard to separate, with policies imbalanced, leaving 
large amounts of funds, induced by market interests, to 
successfully detour policy restraints. So for our financial 
system, development zones, real estate market, and 
securities market, we had to combine administrative 
regulation and control with market reforms, by clarifying 
all policy limits, as well as making a timely adjustment in 
line with economic reform and growth needs, in order to 
prevent “the exploitation of authority for private market 
gain,” and to control the direct factors driving economic 
overheating. 


To keep our national economy growing in a sustained 
and balanced way, we had to root out the basic factors 
leading to economic overheating. This grim macroeco- 
nomic state caused mainly by changes in the field of 
finance was essentially part of the economic-fluctuation 
cycle of expansion—retrenchment—expansion of our 
traditional planned-economy system, being of an 
unavoidable nature. As current systems, such as invest- 
ment, finance, tax revenue, and enterprise, still largely 
placed soft budgetary restraints on enterprises, forcing 
local microeconomic interests on our conversion to a 
market-economy system, investment expansion was an 
inherent demand of enterprises and local governments in 
all areas. While this demand had to acquire funding 
support from the field of finance, our banking system per 
se was still in a reform process, unavoidably still bur- 
dened with the dual responsibility for both policy and 
commercial loans. As commercial loans were consistent 
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with their own interests, banks were bound to transfer 
some policy-loan funds to commercial-loan funds, 
through means, such as irregular lending of funds and 
issuing of IOUs, leaving the priority-guaranteed policy- 
loan-fund shortage to the central bank, tor a bottom-up 
forcing of the state to increase the money supply. It is 
thus obvious that the nonmarket-oriented system was 
the basic reason for the macroeconomic expansion 
touched off by market reform. So promoting sustained 
and balanced economic growth under the new conditions 
meant establishing an effective market-economy system. 
In addition to investment, taxation, market-circulation, 
and enterprise-system reform, our currently most impor- 
tant task is to establish a more rational financial system. 
This will include: 1) Establishing a central bank with 
independent authority, whose primary task will be to 
maintain the value of the currency and prevent excessive 
inflation, while paying attention to policy loans. 2) 
Thoroughly reorganizing state specialized banks into 
commercial banks, to carry out businesslike operations 
with no further responsibility for policy loans. 3) 
Actively pushing forward with the establishment of a 
securities market, by increasing stock and bond supply to 
meet market demand. 4) Appropriately easing restric- 
tions on private financial institutions, to make the finan- 
cial industry more competitive in regular market opera- 
tions. In such a financial framework, the state will have 
a solid system-basis for developing indirect macroeco- 
nomic regulation and control, while market restraints 
between enterprises and banks will correspondingly 


strengthen. 


In order to smoothly convert from our existing system to 
a market-economy system, macroeconomic policy has to 
pay great attertion to quantitative control. In light of 
China’s realities, our macroeconomic policy must curb 
economic overheating and excessive inflation, by regu- 
lating and controlling in line with set quantitative cri- 
teria. But in issuing currency, we not only must consider 
economic growth rates and a sustainable degree of infla- 
tion, but also have to accomodate a certain amount of 
economic-monetarization factors. In China’s future eco- 
nomic reforms, two areas will obviously increase our 
economic-monetarization extent. 1) The commercializa- 
tion of production factors, such as the rise of the securi- 
ties market, development of the real estate market, and 
other forms of market-building, will objectively absorb a 
lot of capital, absolutely increasing public monetary 
demand. 2) The oil-price reform already set by the state 
will be bound to sharply change China’s price system. As 
oil is the major energy source for modern industry, 
having a huge chain-reaction on downstream industries, 
price reform involving mainly higher crude prices will 
inevitably raise all of our prices to new highs. So it will be 
only by acting on historical experience and real needs to 
set a rational economic-monetarization rate, that will 
enable us to prevent severe inflation, while retaining full 
market-economy vitality. 
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Characteristics of 1993 Economy, 1994 Prospects 


94CE0321A Beijing ZHONGGUO FANGZHI BAO 
in Chinese 30 Jan 94 p 1 


{Article by Special Columnist Wang Li (3769 5461): 
“Three Highs, Three Fevers, and the Rest—1993 
Economic Determinations, Prospects for 1994 Trends” ] 


[Text] In 1993 Chinese economic life exhibited a few 
major characteristics: a high investment growth rate, a 
high rate of industvial production, and a high rate of 
inflation; and real estate fever, stock fever, and develop- 
ment zone fever. In addition, the financial order was 
chaotic and exacerbation of the uneven development 
among regions and systems of ownership and between 
industry and agriculture was more obvious than in pre- 
vious years. The year 1994 will be a year of policy 


In 1993 China’s national economy remained on the fast 
track. In the first half of the year, the economy achieved 
exceedingly high 14.1 percent growth. In June the state 
adopted a series of macroeconomic control measures. In 
the second half of the year, financial order turned around 
somewhat, the scale of investment came under control 
to a certain extent, and the domestic economic 
environment clearly improved. 


Compared with the last few years, 1993 still could be 
considered a rapid-growth year. Annual gross national 
product (GNP) is expected to break 3 trillion yuan, 
calculated according to comparative prices, the growth 
rate will be about 13 percent. The total value of output of 
industry at the township level and above is estimated to 
have grown by 30.2 percent in the first half of the year. In 
the second half of the year, the growth rate tended to 
slow, and the annual increase over the previous year is 
expected to be about 21 percent. 


Fixed asset investment still maintained an exceedingly 
high growth rate. This is directly related to the chaotic 
financial situation. A great many units by short-term 
loans in violation of the rules carried out different forms 
of arbitrary raising of funds without the permission of 
the authorized departments. The resulting financial con- 
fusion caused a decrease in banks’ sources of funds, 
making it difficult for them to support the requirements 
of production and circulation and forcing the state to 
issue a large amount of currency. Cash issuance rapidly 
increased. In the first half of 1992, 2.1 billion yuan in 
currency was withdrawn from circulation, but in the 
same period in 1993, an additional 52.8 billion yuan was 
issued. The difference between the decrease and the 
increase was 50.7 billion yuan. 


Financial chaos also led to enterprises’ circumventing 
state macroeconomic controls and raising a large amount 
of funds to guarantee projects, expanding the scale of 
investment. In the first half of 1993, fixed asset invest- 
ment grew by 60 percent. Within that, investment in 
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fixed assets under the ownership of the whole people 
grew by 70.7 percent. After the state adopted macroeco- 
nomic control measures in the last half of June, financial 
order improved somewhat and the chaotic situation of 
arbitrary short-term loans, arbitrary raising of funds, and 
arbitrary establishment of financial organizations was 
essentially curbed. The rate of development was slowed 
somewhat, restraining new starts to a certain extent. In 
the second half of the year, the investment growth rate 
will decline somewhat, but still maintain an exceedingly 
high rate of growth. It is estimated that annual fixed asset 
investment for the whole society could reach 1.15 trillion 
yuan, an increase of about 46 percent over the previous 
year, becoming the year with the greatest increase since 
the 1980s. Its major characteristics were that the share of 
investment in the state budget further declined and 
the share of investment outside the budget (domestic 
loans, self-raised funds, and the use of foreign funds) 
rose further. 


But enterprise shortage of funds still is rather pro- 
nounced, causing serious difficulties for normal enter- 
prise production and operations. A great many enter- 
prises, because they lack funds, have no way to purchase 
raw materials, affecting the production of products that 
the market urgently needs and making them stop pro- 
duction or partially stop production. In September the 
production growth rate of state industrial enterprises was 
only 6.8 percent. Some enterprises were in arrears on 
staff wages. ‘““Triangular debt” staged a comeback and 
mutual loan arrearage among enterprises still exists. The 
main cause of the shortage of enterprise funds is that 
money was tightened, which created a new batch of 
triangular debts. From June through August, the banks 
recalled a large amount of short-term loan funds, but 
precisely during the same period in 1992, they put out a 
large amount of short-term funds. The increase and the 
decrease actually reduced the utilization of funds. More- 
over, a large portion of the short-term loan funds recalled 
were enterprise circulating funds. With the decline in the 
growth rate of the economy and the lowering of the 
intermediate demand, some enterprises lacking in com- 
petitiveness naturally could encounter sales difficulties 
on the cooling market, and reserves could rise with 
corresponding stagnation and waste of some funds. With 
the “three fevers” (real estate fever, stock fever, and 
development zone fever), banks loaned funds to subor- 
dinate companies to speculate on real estate and the 
central bank demanded repayment in a limited time. 
Actually, it could not be repaid. So, some banks could 
only block enterprise liquid capital as a stopgap. In some 
places, enterprises with savings in the bank could not 
take money out. 


The income and the consumption of residents both rose 
and the market was stable in the midst of overall 
prosperity. In the first half of the year, residents main- 
tained worth by competing to buy, but in the second half 
of the year this essentially disappeared. Prices of 
imported home appliances and gold jewelry went back 
down somewhat. As regards the overall supply and 
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demand for consumer items on the market, the supply 
remained greater than the demand. It is estimated that 
the annual social commodity retail sales figure will reach 
1.35 trillion yuan, an increase of about 23 percent over 
the previous year. Deducting the price factor, the actual 
increase is about 9 percent. The disparity between the 
rural market and the urban market is rather great. 
Increases in the income and the consumption level of 
rural residents still are clearly lower than the national 
average. Income of rural and urban residents continues 
to increase and the standard of living has improved 
somewhat, but the disparity between the incomes of 
urban and rural residents is gradually widening. 
According to preliminary calculations, the ratio of the 
actual annual income of urban and rural residents will 
expand to about 6:1 from 2.8:1 in 1992. It is estimated 
that the annual per capita living expenses of urban 
residents will reach 2,350 yuan. With the price factor 
deducted, this is an actual increase of about 12 percent 
over the previous year. The per capita net income of 
rural residents is about 860 yuan. With the price factor 
deducted, it is an actual increase of about 2 percent over 
the previous year. The fact that increases in farmers’ 
income are not much, is the crux of the difficulty 
for overall agricultural production and favorable 
development of the national economy. 


The inflation rate remains rather high. Since 1993, with 
the “overheating” economy beginning to cool, prices 
exhibited an overall rise, climbing from month to month. 
In the first three quarters, retail prices rose 12 percent on 
average and the prices of residents’ living expenses rose 
14 percent, with those in 35 large and medium-sized 
cities rising about 20 percent. The economy continu- 
ously cooled, but prices remained high. The main reason 
was that prices are a delayed indicator. Although the 
economy had cooled, the delayed effect of the economic 
overheating in the previous stage continued to act on the 
prices of consumer items. This round of price rises came 
mainly from the state’s making rather large adjustments 
or freeing up the prices of some items and services 
necessary for living such as grains; non-staple foods; fuel; 
rent, water, and electricity fees; transportation fees; and 
tuition while macroeconomic controls lacked the neces- 
sary complete measures, driving overall price levels up. 
With residents’ income gradually rising and classes of 
consumption gradually opening up, some high con- 
sumers gave impetus to the rise in the prices of consumer 
items. The exchange rate of the renminbi for the U.S. 
dollar changed, causing the prices of import and export 
commodities to soar. In addition, such factors as 
increased wages also encouraged price rises. It is esti- 
mated that annual new increases in issuance of renminbi 
still will reach 145 billion yuan, and retail prices will rise 
about 13 percent over 1992 and prices of residents’ 
living expenses will rise about 15 percent with prices in 
35 large and medium-sized cities rising about 19 percent. 


Foreign trade formed a deficit and the international 
balance of payments was unbalanced. According to pre- 
liminary calculations, 1993 exports totalled about 
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US$92 billion, an increase of about 7 percent over the 
previous year; and import totals will break US$100 
billion, an increase of more than 24 percent. Foreign 
trade imports greater than exports led to greater foreign 
exchange expenditure than income and state foreign 
exchange reserves declined for a foreign trade deficit of 
approximately US$7.5 billion, the first in the 1990s. 


The imbalance in the international balance of payments 
exacerbated. The main reasons were that, beginning in 
1993, prices on the domestic market rose rather high and 
foreign sales did not equal domestic sales. Some tradi- 
tional large quantity export products declined greatly 
and export transactions also declined rather greatly, 
causing export reserves to be inadequate. Rapid eco- 
nomic growth, flourishing domestic demand, and the 
clearly rising reliance on imports, along with reduced 
import tariffs caused rapidly increased imports of raw 
materials in tight domestic demand such as rolled steel, 
copper, and aluminum. The continuous delivery of large 
batches of equipment ordered by large purchasing dele- 
gations that China sent to Europe and the United States 
in 1992 also were a cause of high import growth. 


In 1994 China is in transition to the market economy and 
a policy adjustment period. The economy has already 
entered sustained, rapid, healthy development. It is 
expected that the rate of economic growth will recede 
somewhat and the rate of growth of the national economy 
will be lower than in 1993, maintaining the rather high 
level of approximately 10 percent, which to a certain 
extent could relieve restraint on development of the 
national economy from the transportation “bottleneck” in 
recent years and curb large price rises, creating a good 
economic environment for adjustments in the economic 
structure and avoiding the occurrence of large rises and 
large falls in economic development and giving 1994 a 
“soft landing.” 


Improved structural adjustment and maintenance of 
appropriate investment. Because of the influence of 
several factors, it is estimated that the rate of increase for 
fixed asset investment in the entire society will decline 
somewhat in 1994. Total investment will exceed 1.35 
trillion yuan, but the actual growth rate for investment 
will be 1-2 percentage points higher than the actual 
growth rate of the GNP. Because in 1993 the state 
adopted macroeconomic control measures, generally 
eliciting the attention and the praise of people in foreign 
economic circles, in 1994 the maintenance of constant 
growth in the scale of foreign investment in Chinese 
fixed assets and the steady growth of the national 
economy will play an ever more important part. So, the 
maintenance of appropriate investment will help to 
guard against economic slippage and the intensification 
of the disparity between overall supply and overall 
demand will help to rationally adjust the economic 
structure. 


Given impetus by costs from the previous stage and 
affected by the delayed effect of excessive issuance of 
currency, it will be very difficult to curb inflation. It will 
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be extremely difficult to think about maintaining price 
rises at 6 percent or under. Retail prices for the whole 
society in 1994 are expected to approach 10 percent. 
Urban resident cost of living price indices could exceed 
10 percent. So, in 1994 we should adopt effective mea- 
sures to keep prices down and avoid social problems 
caused by loss of macroeconomic controls and promote 
improvement in the economic environment. 


The economic environment has improved somewhat, 
helping to develop foreign trade exports. In 1994 China 
will be restored as a signatory to the General Agreement 
on Tariffs and Trade (GATT). Based on the consider- 
ation of being restored to GATT, at the beginning of the 
year, China announced a merging of the exchange rates. 
Because the world economy will tend to recover in 1994, 
the international market demand will increase some- 
what, and the Chinese government will encourage 
increased exports, the 1994 domestic economic environ- 
ment can be expected to be somewhat better than 1993. 
In addition, there is the devaluation of the yuan and the 
impetus to foreign trade that can come from that, 
especially the development of the export trade. But it 
still will be rather great difficult to increase the export 
trade to realize a balance of trade in 1994. It is estimated 
that in 1994 foreign trade will grow at the rate of about 
16 percent and total growth will still be held down by the 
high rate of increase of foreign imports. Within that, 
imports will increase by about 21 percent over the 
previous year and exports will increase by about 10 
percent over the previous year, and the annual trade 
deficit will be about US$10 billion. 


PROVINCIAL 


Sichuan Governor Interviewed on Region’s 
Economy 

94CE0342A Beijing QIUSHI [SEEKING TRUTH] 
in Chinese No 4, 10 Feb 94 pp 13-15 


[Interview with Xiao Yang (5135 4441), governor of 
Sichuan, by QIUSHI reporter Zhang Sufang (1728 4790 
5364) and SICHUAN JINGJI RIBAO reporter Xiao 
Baoguo (5135 0202 0948); date and place of interview 
not given: “Use Regional Approach To Develop Sichuan 
Economy”] 


[Text] Long celebrated as the “land of abundance,” 
Sichuan Province is China’s most populous province 
whose reform and open policy, economic development, 
and degree of social progress have a profound impact on 
all China. The deepening of economic structural reform, 
the steady expansion of the open policy, and, in partic- 
ular, the CPC Central Committee’s call for the creation 
of a socialist market economy have all given the land- 
locked province of Sichuan a historic opportunity to 
develop its economy. Its success has been enormous. 
However, Sichuan is still some distance behind the 
provinces along the southeastern coast. How to accel- 
erate Sichuan’s economic development? The reporters 
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posed this question to Comrade Xiao Yang, governor of 
Sichuan, during an interview. 


[QIUSHI] There is a famous couplet written on scrolls 
and hung on the pillars of Wuhou Temple in Chengdu. 
The second line reads, “When one fails to size up the 
situation, one will err by being either too lenient or too 
strict.” This shows the vital importance of judging 
the hour and sizing up the situation. Governor Xiao 
Yang, what can you tell us about Sichuan’s economic 
development strategy in the new era? 


[Xiao Yang] As a local government, the principal mis- 
sion of the Sichuan government is to implement and 
carry through with the CPC Central Committee’s line 
and policies and come up with specific policies in light of 
the reality. Agriculture is the foundation of the national 
economy and rural stability is the cornerstone of social 
stability overall. With its 90 million peasants, Sichuan is 
a leading agricultural province. It is imperative that in 
economic construction the basic position of agriculture 
be strengthened and consolidated. Accordingly Sichuan 
must make agriculture its top economic priority at all 
times. In Sichuan, agriculture is highly developed and 
rests on a firm foundation. While Sichuan accounts for 
one-sixteenth of the nation’s arable land, it feeds one- 
tenth of its population. Its per capita grain consumption 
is 800 jin. Be that as it may, there is still widespread rural 
poverty here and a vast majority of the localities have 
not achieved a moderately comfortable standard of 
living. A basic task of economic construction in Sichuan, 
therefore, is to enable its 90 million peasants to achieve 
just such a standard of living. Failing that, we cannot say 
Sichuan has a decent standard of living. Accordingly, 
developing an agriculture that is “high-quality, high- 
output, and high-profit” and achieving rural industrial- 
ization will decide whether or not Sichuan will attain a 
comfortable standard of living by the end of this century. 


Given the reality in rural Sichuan today, we must pay 
special attention to the adjustment of the mix of agricul- 
tural products. We must work hard to increase the 
output of both agricultural byproducts and cash crops to 
meet market demand and enhance peasants’ incomes. At 
the same time, we must tackle farmland capital construc- 
tion with urgency, building and maintaining irrigation 
works and practicing water and soil conservation and 
soil improvement, thus raising the productive capacity 
of agriculture. 


The fundamental way to develop the rural economy is 
industrialization. Traditional agriculture may meet the 
peasants’ basic need for food and clothing, but it cannot 
bring about a comfortable standard of living. To achieve 
that objective calls for a mighty effort to develop town- 
ship and town enterprises. Hence our decision to give the 
development of township and town enterprises a prom- 
inent place in the economic development plan of the 
entire province, making it a strategic focus of the drive to 
revitalize the rural economy, accelerate economic devel- 
opment, and enhance the province’s overall strength. 
The development of township and town enterprises 
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mainly involves using agricultural resources as the base 
and utilizing what is available locally. That means taking 
agricultural byproducts such as grain and pork, which 
the province turns out in large quantities, and putting 
them through multiple processing. These days, for 
instance, over 60 million pigs are slaughtered province- 
wide each year, giving rise to two major industries, the 
multiple processing of pork and pigskin. Not only are 
counties and regions along the Chengdu-Chongging rail- 
road well-equipped in these trades, but even the counties 
in the hill country and mountains surrounding the basin 
have considerable development potential as well. 
Accordingly we have set a goal of more than 50 billion 
yuan for the increase in output value by township and 
town enterprises each year for the next several years. If 
that comes to pass, township and town enterprises will 
have an annual output value of about 250 billion yuan by 
1995, making Sichuan much stronger economically and 
bringing the achievement of a comfortable standard of 
living closer to reality. Meanwhile, by placing new 
demands on infrastructural development, the substantial 
development of township and town enterprises is 
bound to greatly fuel the development of related indus- 
tries and facilitate the modernization of the countryside 
over time. 


Not only is Sichuan a large province, but it is also a 
multi-nationality province with enormous inter-regional 
differences. Of its population of 110 million, 7 million 
are members of 55 minority nationalities. Geographi- 
cally, Sichuan includes both impoverished hill country 
and primitive mountain areas as well as fertile plains. A 
mix of plains, grassland, plateau, hills, mountains, and 
big rivers gives Sichuan a complex geographical milieu. 
In terms of climate, it includes both subtropical areas 
with their distinctive four seasons and a frigid zone 
covered with snow year round. Turning to economic and 
social development, it boasts a developed region cen- 
tered on Chengdu and Chongqing as well as minority- 
inhabited areas such as Liangshan, Ganzi, and Aba, 
which are relatively backward both economically and 
culturally, not to mention the old liberated areas, 
minority areas, border regions, and impoverished areas. 
Per capita annual income exceeds 400 yuan in the 
affluent areas but ranges from 200 to 300 yuan in the 
impoverished mountain areas. Take Liangshan Prefec- 
ture, for example. The outskirts of Xichang Shi has a 
high-tech corps capable of putting a satellite into space, 
yet many illiterates and semi-illiterates can be found 
around the launching center. Some areas still languish in 
the era of the matrilineal society with its slash-and-burn 
culture. In a province like Sichuan, populous, vast in 
size, home to multiple nationalities, and featuring dis- 
tinct regional characteristics and significant disparities 
in the level of economic and social development from 
region to region, we cannot practice subjectivism or 
over-simplify things by trying to impose a uniform 
policy across the board as we make economic policies. 
Instead, we must liberate our thinking and truly proceed 
from reality so that our ideas are in line with the 
objective world. Only by conducting in-depth studies 
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and clearly understanding the situation can we work out 
a plan that is right for each locality. 


[QIUSHI] After obtaining a comprehensive under- 
standing of the situation in Sichuan, how did you go 
about formulating a regional conomic development 
strategy? 


[Xiao Yang] Sichuan is called Sichuan because there are 
four rivers in the province. Social and economic devel- 
opment takes place along the rivers. Sichuan is actually a 
riverine economy. In building a socialist market 
economy, we try to exploit the resources of all areas fully 
and go all out to develop commodity production and 
commodity circulation by putting industrial advantage 
to work so as to spur social economic development. 
When we talk about regional economies, we refer to, first 
of all, the three-gorge economic region in eastern 
Sichuan, including the Chang Jiang basin downstream 
from Chongqing. Next is the Panxi economic region in 
southern Sichuan, specifically the region upstream from 
Chongqing all the way to Yibin. The third economic 
region is the western Sichuan economic region. The 
fourth, the minority nationality economic region, 
including Aba and Ganzi, among other places. By devel- 
oping Sichuan’s economy based on these four economic 
regions, we can work out a policy appropriate to the 
realities in each region and give them a substantial 
measure of balanced power so that each region can 
maintain its relative independence. The idea is to have 
the various regions develop jointly on a basis of equality 
and mutual benefit, exploiting their strengths but 
downplaying their weaknesses. By offsetting one 
another’s weaknesses, the regions can promote economic 
development province-wide. 


{[QIUSHI] How will the various economic regions bring 
out their own strengths? 


[Xiao Yang] Besides doing a good job in infrastructural 
construction, including energy, transportation, and com- 
munications, the regions must start out by furthering 
their mainstay industries by taking advantage of their 
existing strengths. Mainstay industries should be the 
locomotive that will drive the development of related 
industries and the tertiary sector. The result should be a 
sound industrial structure dominated by the mainstay 
industries where related industries and the tertiary sector 
also have their proper place. Take the three-gorge eco- 
nomic region of eastern Sichuan, for example. Centered 
on Chonggaing, this economic region features such main- 
stay industries as metallurgy, machinery, automobile, 
petroleum, and chemical industry. Right now, Sichuan is 
dependent on finished petroleum products shipped into 
the province from outside. That will not do in the long 
haul. We must start with the oil refining industry. Ship 
crude oil into Sichuan on Chang Jiang for processing 
here. That way we can develop the province’s oil refining 
industry and chemical raw materials industry. The Panxi 
economic region in southern Sichuan includes such 
localities as Panzihua, Luzhou, Yibin, and Zigong. Here 
the mainstay industries are metallurgy, natural gas, and 
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chemical industry. The rare metals processing industry 
should also be developed. The western Sichuan eco- 
nomic region is based on Chengdu and has these main- 
stay industries: electronics, automobile, and heavy 
machinery and equipment. With its considerable 
strength in these industries, this economic region is 
capable of rapid development too. Given their ample 
reserves of lignite, places like Aba and Ganzi in the 
minority-nationality economic region are in a position to 
develop the coal-mining industry and coal chemical 
industry. By accelerating the exploitation of such 
resources as minerals, hydropower, electric power, Chi- 
nese medicinal materials, and tourism, the minority 
economic region should develop pasture land properly 
and improve forage grass and livestock breeds in order to 
develop livestock husbandry. Meanwhile, the develop- 
ment of the transportation system in minority areas 
should be accelerated and enterprises that handle 
minority trade must be given aid so that they are 
properly run and minority areas gradually embark on the 


road to prosperity. 


[QIUSHI] How should we solve problems relating to the 
industrial structure and investment funds in order to 
build up our mainstay industries as the engine that 
would drive economic growth in all regions? 


[Xiao Yang] If we are to grasp the opportunity and build 
up our mainstay industries, we must expand their scale, 
upgrade them, and raise their standard. Take pains to 
optimize the industrial structure and product mix. Avoid 
thoughtless investment and project duplication and 
really bring about an essentially export-oriented strategic 
economic pattern with a comprehensive infrastructure 
and a rational industrial structure. Toward that end, we 
must continue to deepen reform; transform the operating 
mechanism of state enterprises; establish and nurture an 
open, unified, and orderly market system; overhaul 
government functions; create and strengthen the macro- 
economic regulatory and control system; and speed 
up the development of mainstay industries and the 
adjustment and optimization of the industrial structure. 


The biggest problem right now is a shortage of funds. 
And there is only one way to solve it: self-accumulation 
and opening the province to the outside world across the 
board. As far as Sichuan is concerned, the strategy of 
all-round openness involves heading to the east, to the 
south, and to the north at the same time; combining the 
utilization of foreign capital with foreign trade and the 
development of foreign economic relations; and taking 
advantage of the opening of the coast to tap the interna- 
tional market. “Heading to the east” means taking 
advantage of the opening of the ports along the Chang 
Jiang to act in concert with the development of Pudong 
in Shanghai. It also means opening Sichuan to cities on 
the eastern coast connected to us by rail. ““Heading to the 
north” means opening Sichuan to the neighboring coun- 
tries via border-trade cities in Xinjiang. ““Heading to the 
south” means looking for land or sea entry/exit points in 
places like Guangxi and Yunnan to expand our trade 
with Southeast Asia. We plan to introduce from abroad 
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a number of projects that have a high technical content 
and high added value through the establishment of 
Sino-foreign joint ventures, Sino-foreign contractual 
joint ventures, and wholly foreign-funded enterprises. In 
particular, we are going after the creation of a large 
number of the “three kinds of enterprises that are either 
wholly or partially foreign-funded,” enterprises that 
have a high starting point and operate on a large scale. 
We should exhaust all avenues to channel funds, tech- 
nology, projects, and managerial experience into 
Sichuan for use in developing its economy. 


[QIUSHI] Some people lament that Sichuan is a “bitter 
sea without bounds.” They are full of gripes and have no 
confidence that Sichuan would achieve fast economic 
growth. How do you see it? 


[Xiao Yang] Sichuan is a landlocked province more than 
2,000 kilometers from the coast or the border. As far as 
opening-up and attracting foreign capital are concerned, 
Sichuan is no doubt at a disadvantage compared to the 
coastal provinces. But we should also be aware of our 
own strengths. We are trying to put together a socialist 
market economy. That means we must first of all have a 
market. We are a populous province with a large volume 
of consumption, so the market potential is immense. 
Suppose per capita consumption goes up 30 yuan. That 
would mean an additional 3 billion yuan in the province, 
creating a market for ourselves as well as a forum for the 
open policy. In this sense, we should say, Sichuan has a 
relative edge. Provided we break with the traditional way 
of thinking and practices and end the isolation imposed 
on us by the “basic mentality,” Sichuan’s economy will 
be able to orient itself to the world. 


It is not right to gripe and complain. Yet it is imperative 
that we genuinely identify the ways in which Sichuan 
falls short. To a certain extent the gap between Sichuan 
and the coast is mainly a result of our lagging behind in 
the formation of a market mechanism and the develop- 
ment of principal players in the market. What we must 
do at the moment is to work hard to nurture the market 
system and develop a non-state economy even as we 
search for a more rational and more effective operating 
mechanism for the state economy, go all out to transform 
the operating mechanism of large- and medium-sized 
state enterprises, and make the most of the state 
economy as the leading player in the economy. We must 
apply ourselves to the development of the urban-rural 
shareholding cooperative economy and push ahead with 
the “transformation, renovation, leasing, sale, and 
merger” of small- and medium-sized industrial and 
commercial state enterprises that have lost a good deal of 
money. Develop the Sichuan economy even more rap- 
idly and close its gaps with the coastal provinces by 
deepening reform and opening Sichuan more and more 
to the outside world. 


Apart from its economic muscle and foundation, 
Sichuan also boasts a scientific and technical army 
consisting of 1.4 million people, something no other 
coastal province or municipality has, with the exception 
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of Shanghai. The people of Sichuan are hard-working 
and intelligent. Once their thinking is liberated and their 
intelligence and talents are fully tapped and put to work, 
they will perform many miracles. Sichuan enjoys an edge 
in resources as well. It also has a large number of 
backbone enterprises that run the gamut of the industrial 
line-up and that came of age during the three-front 
construction and the 15 years of reform and opening up 
to the outside world, constituting a formidable industrial 
base. With all these advantages, Sichuan’s economy will 
achieve another quantum leap provided we carry 
through with the party’s line, principles, and policies 
firmly and unwaveringly, adhere to economic construc- 
tion as our focus, further deepen reform and broaden the 
open policy, and vigorously create a socialist market 
economy. I am fully confident about that. 


Shanghai Plans Measures To Attract Foreign 


94CE0370A Beijing JINGJI CANKAO BAO in Chinese 
13 Feb 94 p 1 


[Article by Correspondent Xia Ruge (1115 0320 7041): 
“Who Is Being Courted? Shanghai Offers Large Projects 
To Attract Transnational Corporations” } 


[Text] Attracting internationally renowned transnational 
corporations for completely systematic cooperation with 
various industries has become a main goal this year in 
Shanghai’s use of foreign capital. 


Persons concerned have disclosed that Shanghai will 
offer about 100 major industrial projects this year to 
attract more than $10 million in foreign capital. These 
offers are in the petrochemical, metallurgy, complete 
electric power plant equipment, telecommunications 
electronics, motor vehicle tires, computer, and ball 
bearing industries. These projects will be joint ventures 
Or cooperative ventures with major advanced world 
business concerns and transnational corporations. They 
will include joint ventures that cut across industry lines, 
and complete industry joint ventures. They will also 
break new ground in the use of technology exchange 
markets, in investment scale, in investment methods, 
and in conditions for setting up holding companies. 
The goal is for one-third of the world’s top major 
corporations to have an investment project in Shanghai 
within one year. 

People in the economic sector note that the purpose of 
Shanghai's active efforts to cooperate with transnational 
corporations is formation of a high and new technology 
industrial group of substantial size so as to be able to 
begin from a high starting point in the development of its 
own products. This will enable a “new generation” of 
Shanghai goods in entirely new garb to take part in 
international economic competition. 


Reportedly, Shanghai has some new areas, new 

and new methods for using foreign capital 
this year. Ten major projects make up Shanghai’s second 
round of infrastructure building. They include a power 
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generation project, the Number 2 subway line, the 
Pudong international airfield, the circumferential 
highway around the city, and refuse treatment. In the 
attraction of foreign traders, in addition to the use of 
Sino-foreign joint ventures and cooperation, BOT and 
other means of using foreign capital are beginning to be 
used. Commercial wholesaling and retailing enterprises 
will set up joint ventures and cooperation with foreign 
chain stores, and will trial operate Sino-foreign joint 
venture or sole proprietorship foreign trade companies. 
They will trial operate Sino-foreign joint venture com- 
mercial wholesale enterprises, and means of production 
retail enterprises. They will, on a trial basis, operate and 
develop investment institutions such as various kinds of 
funds, investment trusts, and holding companies. They 
plan to draw up attractive preferential methods and 
concessionary policies to attract foreign finance and 
banking institutions, transnational corporations, and 
noted blocks to move their headquarters or regional 
headquarters to Shanghai. They plan to decontrol, on a 
limited basis, the renminbi business of foreign financial 
institutions. Under prevailing conditions, foreign finan- 

cial companies will first be allowed issue loans to and 
collect deposits from foreign invested enterprises and 
those state enterprises which receive supplementary 
renminbi loans along with foreign loans. 


Statistics show that so far Shanghai has attracted more 
than $13 billion in foreign capital, and has authorized 
more than 6000 foreign investment projects. One hun- 
dred twenty-six world renowned transnational corpora- 
tions have invested in Shanghai enterprises. One-third of 
the world’s 100 largest transnational industrial corpora- 
tions have set up shop in Shanghai. 


FINANCE, BANKING 


Foreign Businessmen ‘Troubled’ by New Tax 
System 

94CE0372A Hong Kong TANG TAI 
[CONTEMPORARY] in Chinese 

No 34, 15 Jan 94 pp 34-36 


[Article by He Po-shih: “Foreign Businessmen Are Trou- 
bled by the Mainland’s New Tax System”’] 


[Text] By adopting the new tax system, the Chinese 
mainiand is expected to increase its tax revenues by 
approximately 30 billion yuan, but foreign businessmen 
who have made investments on the mainland are troubled 
by this measure. 


In this round of reform of the tax system, under the flag 
of equitable tax burdens and the gradual achievement of 
tax equality between domestically funded and foreign- 
funded enterprises, not only have taxes on foreign- 
funded enterprises been increased, but those enterprises 
have also come to be required to pay several additional 
taxes. Just the new taxes on foreign-funded enterprises 
include: the land appreciation tax, urban maintenance 
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and construction tax, vehicle and vessel use tax, securi- 
ties trading tax, and consumption tax. Taxes of which 
rates have been raised or raised in disguise include value 
added tax, business tax, real estate tax, and urban land 
use tax. 


Real Estate Businesses Are Faced With an Increasingly 
Difficult Situation 


Since the middle of 1993, the real estate industry cooled 
down across the mainland because of the impacts of the 
tightening of the money supply and macroeconomic 
regulation and control measures on the mainiand. 

ing to statistics of the Construction Ministry, in 
January-October 1993, for the country as a whole the 
rate of growth in the completion of investment in com- 
mercial buildings declined by 10 percentage points from 
last year; the rate of growth in the floor space of newly 
started buildings declined by 15 percent; sales of com- 
mercial buildings declined by 9.6 percentage points; and 
forward prices for buildings on the real estate market 
declined by approximately 20 percent. The per mu price 
of land fell from 1.8 million yuan to 200,000 yuan in 
some cities in southern China. Foreign businessmen who 
had invested in the real estate industry on the mainland 
were already having a very difficult time. 


Nevertheless, the Provisional Regulations on the Land 
Appreciation Tax of the People’s Republic of China 
which came into effect on 1 January 1994 levy the land 
appreciation tax on all enterprises and individuals con- 
ducting transfers of use rights to state land and buildings 
and other things affixed to the land and receiving 
incomes from the transactions, including domestic and 
foreign investors. Thus, the new tax law is similarly 
applicable to domestic and foreign real estate devel- 
Opers, investors, speculators, and ultimate customers. 
This means that developers must pay the appreciation 
tax before transferring buildings, and that when individ- 
uals buy or sell buildings, it is necessary to pay the 
appreciation tax each time real estate is transferred. 


The minimum rate of the land appreciation tax is 30 
percent, and the maximum rate is 60 percent. According 
to calculations, under the situation where the new land 
appreciation tax is levied by the mainland, a foreign 
businessman who has made less than 500,000 yuan from 
investing in real estate development would have to pay 
poe. 500 yuan in land appreciation and foreign-funded 

income taxes, resulting in an effective tax rate 
of 531 percent. If the income is between $10,000 and | 
million yuan, the effective tax rate would be 56.45 
percent; if the income is between 1.01 million and 4 
million yuan, the effective tax rate would be a high as 


67.34 percent. 


According to Shen Yu-wen, a partner of the On Wing 
Accounting Firm of Hong Kong, real estate projects 
accounted for a large proportion of the over $100 billion 
to be invested by foreign businessmen under contracts 
signed last year. Procedures for real estate transfers on 
the mainland are laborious, and economic bearing 
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capacity is limited; thus the secondary real estate market 
is immature in the first place. In addition, the tax system 
will adversely affect foreign investment on the mainland. 
Also, recently many foreign businesses have invested in 
public construction such as light railway, subway, 
highway, and bridge construction, and have thereby 
acquired some land as a compensation for the inade- 
quate returns on their investments. After the implemen- 
tation of the new tax system, returns on their land 
properties will decline by at least over 30 percent. After 
the imposition of the new appreciation tax, as investors 
must pay the appreciation tax before transferring build- 
ings and have to the pay appreciation tax each time real 
property is transferred, and as in addition to paying the 
appreciation tax individuals also have to pay the indi- 
vidual income tax when buying or selling buildings, there 
will doubtless be adverse effects on foreign investment 
on the mainland. 


Tax Increase Results in Increased Tax Burdens on 
Foreign Businessmen 


According to an informed source on the mainland, the 
basic idea directing the adoption of the new tax system in 
1994 was to gradually increase the proportion of tax 
revenues to GNP and to raise the share of central fiscal 
revenues in all fiscal revenues through the reform of the 
tax system. Through the implementation of the new tax 
system, the mainland is estimated to increase its tax 
revenues by approximately 30 billion yuan annually. 


In recent years the mainland has been having a fiscal 
deficit every year; the number of officials of all levels has 
swollen to over 30 million. Each year such items as 
dinners at public expense, expenditures on meetings and 
investigation missions abroad, and vehicle purchases at 
public expense would each cost over or nearly 100 billion 
yuan. The huge deficits can only made up through tax 
increases. Thus the new tax system and the reform of the 
tax system are carried out just for the purpose of 
increasing taxes; they are just the center’s efforts to get 
more from tax revenues. 


In the previous few years, in order to attract foreign 
capital, the mainland applied a preferential tax policy 
characterized by three-year reductions and four-year 
exemptions to foreign-funded enterprises. But under the 
new tax system, unifying income taxes on dornestically 
funded and foreign-funded enterprises will be consid- 
ered. Under the new tax system the turnover tax has 
been divided into the value added tax, consumption tax, 
and business tax, which will be applicable uniformly to 
domestically funded enterprises and foreign-funded 
enterprises; the uniform industry and commerce tax 
levied on foreign-funded enterprises will be abolished; 
the basic rate of the post-reform value added tax is 
proposed to be 16 percent. As pointed out, when the 
value added tax is levied on foreign-funded enterprises, 
there will be some changes in tax burdens. With regard to 
the existing uniform industry and commerce tax, the tax 
burden resulting from approximately 40 percent of the 
tax items is equal to that resulting from the turnover tax 
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levied on domestically funded enterprises; the burden 
resulting from approximately 30 percent of the items is 
slightly higher than that levied on domestically funded 
enterprises; and the burden resulting from nearly 30 
percent of the tax items is slightly lower than that 
resulting from the turnover tax levied on domestically 
funded enterprises. 


Furthermore, quite a few of the newly instituted taxes 
will affect foreign businessmen. For example, it is stip- 
ulated that foreign-funded enterprises which previously 
did not have to pay the urban maintenance and construc- 
tion tax should become that tax’s new payers, with a tax 
rate of 0.5-1 percent being applied to them. A securities 
trading tax will be levied on trading in Type B stocks, 
and the basic tax rate has been proposed to be 3 percent, 
which will be applied to both sides of trading and 
allowed to float upward by 10 percent at the maximum. 
The urban real estate tax and vehicle- and vessel-use 
license tax levied on foreign-funded enterprises and 
foreign nationals will be abolished, and the real estate tax 
and vehicle and vessel use tax will be levied in a uniform 
manner. The relevant tax rates and tax amounts which 
are too low at present will be appropriately raised. 


The principles on implementing the new tax system also 
stipulate that except for the uniform tax breaks provided 
for by tax laws, no tax breaks should be given to 
enterprises, sectors, or regions of any kind, including 
special economic zones as specifically pointed out. This 
amounts to declaring that the preferential tax policies 
which regions of the mainland have promised foreign 
businessmen when trying to attract investment will 
become legally invalid. 


The Minimum Income Level for of the 
Individual Income Tax Is Teo Lew the Individual 
Income Tax Rates Are Too High 


A foreign employee of a foreign-funded enterprise on the 
mainland complained to me that the minimum income 
level for payers of the individual income tax was too low 
while the tax rates were too high, that furthermore the 
tax must be paid with foreign exchange, and that the 
situation was really not right. 


According to a source, with regard to the effective 
deduction standards relating to the individual income 
tax under the new tax system, the amount of monthly 
deduction is proposed to be 800 yuan on the basis of the 
general living expense standard on the mainland. With 
regard to individual income tax rates, incomes are 
divided into two categories, “wage and salary incomes,” 
and “production and business incomes”; an excess- 
amount progressive rate of 5-45 percent will be applied 
to the former, and an excess-amount ive rate of 
5-35 percent will be applied to the latter. The tax burden 
level is largely similar to that of the enterprise income 
tax. Because of vigorous calls made by many foreign 
employees, the mainland will make foreign nationals 
eligible for additional deductions after the imposition of 
the uniform individual income tax on Chinese and 
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foreign nationals, and is planning to increase a foreign 
national’s monthly deduction to 4,000 yuan. 


In addition the mainland is also planning to institute an 
inheritance tax and gift tax, and will impose inheritance 
and gift taxes on overseas Chinese and people from Hong 
Kong and Macao; the relevant draft documents have 
been submitted to the State Council. 


The consumption tax instituted under the new tax 
system will also affect foreign businessmen. As pointed 
out, the consumption tax will be applied to: some luxury, 
high-grade consumer goods, some consumer goods in the 
nonrenewable resource category, some oversupplied 
products which need to be restricted for a period of time 
in order to support the adjustment of the product mix, 
and products which will cause substantially less tax 
burdens after the institution of the value added tax. It is 
preliminarily planned that the consumption tax will be 
levied on 20 commodities, including mainly cigarettes, 
alcohol, cosmetics, jewelry, air conditioners, refrigera- 
tors, color television sets, videocassette recorders, 
motorcycles, cars, gasoline, diesel fuel, and fireworks; in 
the future adjustment and control will be carried out in 
accordance with the demands of the state’s macroeco- 
nomic policy and in view of changes in consumption 
structure. 


hening Mechanisms So As To Impose Severe 
Pusilinente on Tax Evasion 


The mainland was previously called a paradise of tax 
evasion and avoidance for foreign businesses, and the 
low tax rates and the lax tax collection system were one 
of the reasons why many foreign businesses vied with 
each other in making investments on the mainland. 
However, after the implementation of the new tax 
system, the situation will be greatly changed. 


—A tax report system will be established across the 
mainland. After the establishment of the tax report 
system, economic penalties will be imposed on those 
who fail to report on schedule, and a failure to report 
truthfully will be considered an act of tax evasion and 
will be sternly punished in accordance with the law. 


—The establishment of a system of strict tax examina- 
tion. The main force of taxation agencies on the 
mainland will turn into being engaged in routine and 
priority tax examinations; a tax-collection and - 
management situation characterized by the combining 
of reporting, agent service, and examination is to be 
created, and as a supporting measure, the method of 
imposing heavy penalties on tax evasion will be used. 


—To meet the demands of the implementation of the 
separate taxation system, two systems of tax collection 
taxes respectively will be established. 
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—Except for the tax breaks provided for by tax laws, 
governments at various levels may no longer grant tax 
breaks, neither may taxation agencies, fiscal agencies, 
or other agencies. 


—The building of the legal system governing taxation 
will be enhanced; efforts to complete the process of 
making tax laws and regulations will be accelerated; 
and a mechanism of having tax-related legislation, 
adjudication, and law enforcement be independent of 
one another and constrain one another will be gradu- 
ally established. 


Efficient Capital Market ‘Important’ to Reform 


94CE0391A Beijing JINGJI CANKAO BAO in Chinese 
15 Feb 94 p 4 


[Article by Li Yang, affiliated with the Finance and 
Trade Institute of the Chinese Academy of Social Sci- 
ences: “Establishing a Highly Efficient Capital Market Is 
an Important Component of Financial Reform”’] 


[Text] Abstract 


—Under the traditional system, there was basically no 
capital market in our country 


—Many of the current financial problems are just spon- 
taneous reactions which represent market economy 
forces’ breaking down the confines of the rigid financial 
system 


—Vigorously developing nonbank financial institutions 
should be an important part of the renovation of our 
country’s financial system 


—Vigorously developing the stock market and corporate 
bond market is even more unavoidable 


The CPC Central Committee’s decision on establishing a 
socialist market economic system set the general policy 
of achieving the “sustained, rapid, and healthy” devel- 
opment of the national economy. In this respect, the 
necessary condition for the rapid development of the 
national economy is the maintaining of a high invest- 
ment rate over a long period of time; meanwhile the 
sufficient condition for the healthy development of the 
national economy is that this high investment rate is 
supported by a corresponding savings rate. Only under 
the situation in which the savings rate and investment 
rate are kept in equilibrium on a constant basis, will it be 
possible to achieve the sustained development of the 
national economy. In short, balancing investment with 
savings is the key to implementing this general policy. 
Effectively mobilizing savings, or in other words estab- 
lishing a highly efficient capital market, will be of even 
greater importance to China because investment 
demand has always been high in China. 


Under the traditional system, there was basically no 
capital market in our country. Then the situation was 
based on a fiscal system characterized by unified revenue 
collection and expenditures, and savings of the entire 
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society were concentrated in the hands of the govern- 
ment and were then allocated to enterprises in the form 
of fiscal appropriations to be used for investment. Such 
a method of fund handling could be said to be a special 
form of internal-source fund gathering. Since the start of 
reform of the economic system, with the adjustment of 
the structure of primary distribution of national income, 
the share of government savings in overall savings of 
society has gradually decreased (the amount of net 
government savings is now negative), and the shares of 
enterprise and resident savings have gradually increased. 
Based on such a savings structure, external-source fund 
gathering has gradually come to occupy a dominant 
position in China. According to statistics, external- 
source fund gathering accounts for approximately 70 
percent of the sources of funds for enterprise invest- 
ments in our country; the manifestation in the “plate” of 
state investments is that bank loans and enterprises’ 
self-gathered funds have become the main sources of 
funds. Compared with the external-source fund gath- 
ering rate of 30-50 percent in developed market- 
economy countries, this rate is rather high. 


Because of the aforementioned changes of various kinds, 
financial policy has come to assume a leading role in our 
country’s macroeconomic regulation and control system. 
Such a change manifested itself as a tendency in the early 
period of reform; after the three years of improvement 
and rectification, the change has been widely appreci- 
ated by people. But the reform of the financial regulation 
and control system in our country has failed to keep up 
with this change. The main manifestations are: First, we 
are still using the traditional means of credit allocation 
to manage finance; however, not only is it increasingly 
difficult to use such a means to control the total amount 
of credit and the total money supply in society, but the 
situation regarding the distribution and circulation of 
credit funds in the economy is also very far from 
conforming to the subjective wishes of the financial 
authorities. Second, we are still using the method used 
for managing credit funds to manage the issuance of 
various securities, artificially setting volume limits. 
Third, we still lack effective means of regulating the 
fund-gathering activities of various kinds carried out 
independently by enterprises outside the direct fund 
nef cee chapel Pano All this has resulted in 
financial disorder over the past few years. 


Rectifying financial order is certainly very important; 
but, while there exist the so-called unhealthy tendencies 
as well as the inertia of the old system behind the various 
phenomena of disorder, there are also buds of financial 
renovation. It can even be said that some of the current 
financial problems are a kind of spontaneous reactions 
which represent market economy forces’ breaking down 
the confines of the rigid financial system. Without an 
appropriate analysis of the various factors, not only will 
it be difficult for rectification to produce the desired 
results, but even the further growth of the Chinese 
economy may be hampered. As we have seen, since the 
start of economic reform, with the transformation of the 
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system, the growth mechanism of the Chinese economy 
has undergone significant changes, The economic growth 
over the past decade and more has mainly stemmed from 
the rapid development of nonstate enterprises as far as 
economic actors are concerned, has been mainly due to 
the expansion of tertiary industry as far as the different 
industries are concerned, and has mainly depended on 
the rapid growth of coastal regions as far as geographical 
regions are concerned. Nevertheless those economic 
actors and industries do not occupy an important posi- 
tion in the state’s credit plan; meanwhile the gains made 
by economically developed regions are obviously insuf- 
ficient as far as their demands are concerned. A pro- 
found contradiction has consequently emerged: on the 
one hand economic development is to a large extent 
dependent on nonstate enterprises and tertiary industry 
as well as on the growth of coastal regions; on the other 
hand the state’s official credit plan does not satisfy the 
needs of those enterprises, industries, and regions for 
funds. As a result, moving funds from state banks to 
nonstate-owned banks, nonbank financial institutions, 
nonstate-owned enterprises, tertiary industry, and eco- 
nomically developed regions in the form of “short-term 
financing” became an unavoidable trend. As the needs 
for funds thus created are not mainly based on the 
objective of solving liquidity problems, it is inevitable 
that “day-to-day financing” turns into “month-to-month 
financing,” “quarter-to-quarter financing,” and “year- 
to-year financing.” As such financing is mostly outside 
the scope of activities permitted by the state, discipline 
violations are inevitable, and high prices for funds are 
also to be expected. The situation is rather similar in the 
area of direct fund gathering: as many new investment 
projects are unable to get fund supplies through regular 
channels, the phenomena of unauthorized fund gath- 
ering and of levies not approved by the regulatory 
authorities have occurred on a widespread basis. 


If so, is it possible to use the method of “perfecting” fund 
allocation to improve the situation? We believe that the 
method is not proper and will not work. First, having the 
monetary authorities allocate funds in society is a typical 
planned-economy method, and it is logically consistent 
with plan-based overall management, unified allocation 
of materials, and unified fiscal revenue collection and 
fiscal expenditures; but those economic conditions have 
now basically disappeared. Second, successful fund allo- 
cation also requires several conditions regarding the 
financial system. Firstly, financial institutions should be 
highly unified (a situation just like what we experienced 
in the past when there was only one bank in the entire 
society); in this way there would not be the problem of 
large-scale flows of funds within the financial system. 
Secondly, actors making expenditures in society are 
uniform (a situation just like what we experienced in the 
past when state-owned enterprises constituted the dom- 
inant, largest sector while the government practiced 
unified revenue collection and unified expenditures with 
regard to them); in this way there would not be the 
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phenomenon of flows of funds among different eco- 
nomic actors. Thirdly, financial products are undiversi- 
fied (a situation just like what we experienced in the past 
when there were only simple deposits and loans across 
society); in this way there would not be the exchange of 
various financial products for one another, which would 
result in the problem of fund transfers. Fourthly, the 
national economy should be closed (a situation just like 
what we experienced in the past when one-sided 
emphasis was given to self-reliance); in this way there 
would not be the problem of unanticipated disruptive 
effects of increases or decreases in international reserves 
and fluctuations in exchange rates on the domestic 
money supply. All such conditions have obviously dis- 
appeared today. Without the necessary foundations and © 
conditions, it is impossible to carry out the “perfecting” 
of such a system. More important, today when the 
marketization reform has been deepened significantly, 
the credit plan is not only increasingly unable to meet the 
demands of increasingly vigorous economic develop. 
ment, but has also to an ever greater extent become a 
huge haven for “rent seeking.” Therefore it should be 
terminated as soon as possible. It is necessary to estab- 
lish a set of mechanisms for indirectly regulating and 
controlling the money supply to replace the credit plan. 
Under such a system, the monetary authorities will 
mainly use indirect regulation and control means to 
regulate the total money supply and market interest 
rates; the direction of flow of funds in society is mainly 
determined by profit-oriented financial institutions and 
securities markets in accordance with market signals. 


Under the new situation regarding financial regulation 
and control, establishing an efficient capital market has 
become an important task. 


In the area of indirect fund gathering, establishing policy 
banks is surely important, but they can only resolve fund 
demand problems encountered by a few industries with 
bearings on state plans and people’s lives. Transforming 
existing specialized banks is absolutely necessary. But, 
relying on commercial banks for long-term funds is not 
only unable to meet the needs, but also dangerous to 
some extent. This is so because commercial banks 
acquire their funds mainly from the highly fluid savings 
deposits of residents and enterprises and because their 
liabilities also constitute the main part of the money 
supply; relying on such fund sources for sustaining 
long-term investment expenditures is very prone to lead 
to payment crisis. This is the fundamental reason why 
the monetary authorities require commercial banks to 
keep reserves and disbursement funds in relation to their 
deposits, enforce strict requirements on the banks’ own- 
capital rates, regulate the banks’ asset-liability ratios, 
and impose strict restrictions on the banks’ asset opera- 
tions. In terms of the situation in market economy 
countries, the long-tern: funds supplied through indirect 
fund-gathering channeis mainly come from nonbank 
financial institutions. The nonbank financial institutions 
discussed here mainly refer to various insurance compa- 
nies, pension funds, trust and investment companies, 
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common funds, savings and loan associations and finan- 
cial companies. The common characteristic of those 
financial institutions is that they all have long-term, 
stable sources of funds. It is exactly under such a liability 
structure that they are able to play a leading role on the 
capital market. If it is said that our country’s financial 
institutions are very underdeveloped, then our country’s 
nonbank financial institutions are just in the beginning 
stage. Therefore, vigorously developing nonbank finan- 
cial institutions on the basis of proceeding from the 
demand for the establishment of an efficient capital 
market should become a focus of the efforts to renovate 
our country’s financial system. 


In the area of direct fund gathering, the important thing 
is to vigorously develop standardized stock and corpo- 
rate bond markets. It should be soberly realized that 
volume-based regulation of securities issuance will inev- 
itably hamper the process of transforming enterprises 
into corporations currently under way. Furthermore, this 
is a regulatory means which conflicts with principles of 
market economics; only by terminating such volume 
restrictions would it be possible to achieve the healthy 
development of the securities market or even the market 
economy as a whole of our country. However, some 
ideas on the issue of stocks should be clarified. When 
being transformed into a corporation, an enterprise 
certainly has to convert its existing assets into a certain 
number of shares. Nevertheless, first, converting corpo- 
rate assets into shares does not mainly mean a simulta- 
neous increase in assets and in the number of shares. It is 
absolutely necessary to prevent the kind of transforma- 
tion into corporations which is focused on expanding the 
investment scale, while neglecting the adjustment of the 
structure of property rights. Second, transforming enter- 
prises into joint-stock companies does not necessarily 
mean that their stocks have to be listed; should they be 
listed, such listing does not necessarily mean that they 
have to be listed in securities exchanges. After the joint 
stock company becomes the main form of enterprise in 
our country, stocks of most enterprises should be traded 
on the over-the-counter market. That is, we may have to 
maintain a steady pace with regard to the listing of stocks 
in securities exchanges, but we should certainly promote 
the development of over-the-counter trading in stocks. 
We propose that any enterprise which meets require- 
ments regarding securities issuance should be permitted 
to gather funds on the market. Artificially setting volume 
limits on securities issuance can only contribute to the 
expansion of irregular fund-gathering activities. In view 
of the abnormal situation of excessively high debt ratios 
of our country’s enterprises and in view of the fact that 
such a situation can be fundamentally resolved only 
through transforming enterprises’ capital structure, vig- 
orously developing the stock market and the corporate 
bond market is unavoidable. 


In short, it is necessary to endeavour to create a more 
relaxed, liberal, pluralistic, and competitive financial 
system through financial reform. Only on the basis of 
such a financial system will the central bank be able to 
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assume a detached position and be truly capable of 
playing the role as the umpire. On the other hand, if 
there are only a very small number of financial institu- 
tions and a very small number of financial instruments 
in the economy, resulting in a situation in which “‘lead- 
ership is rendered ineffectual by recalcitrant subordi- 
nates,” the central bank’s macro-regulation and -control 
will become truly irrelevant. 


SMALL-SCALE ENTERPRISES 


Yunnan Individual, Private Enterprises Increase 
94CE0397D Beijing ZHONGGUO WUZI BAO 
in Chinese 4 Mar 94 p 2 


[Summary] At the end of 1993, Yunnan Province had 
442,300 individual businesses, employing 646,600 
people, and funds totaled 1.784 billion yuan, increases of 
18.7 percent, 19.8 percent, and 33.5 percent respectively 
over 1992. There were 1,563 private enterprises, 
employing 33,900 people, and a registered capital of 359 
million yuan, increases of 49.9 percent, 44.7 percent and 
119.1 percent respectively over 1992. 


FOREIGN TRADE, INVESTMENT 


Export Strategy in Response to NAFTA Outlined 
94CE0325B Beijing SHIJIE ZHISHI [WORLD 
AFFAIRS] in Chinese No 11, 10 Nov 93 pp 51-55 


[Article by Zhao Shuming (6392 2562 2494) and Zhu 
Nongfei (2612 6593 7378) from Nanjing University’s 
Institute of International Business: “Impact of North 
American Free Trade Zone on China’s Economy and 
Countermeasures That We Should Take”—First para- 
graph is SHIJIE ZHISHI’s introduction and the editor 
responsible for this article is Fan Xinyu (5400 2450 1342)] 


[Excerpts] Forming regional groups for developing 
economy and trading is a new trend for the promotion of 
world economy and trading since the mid 1980's. This 
article analyzes the background in the establishment of 
the North American Free Trade Agreement (NAFTA), 
the current economic and trade situation between China 
and the NAFTA countries and the impact of NAFTA on 
China’s economy. It also proposes a development 
strategy that China should adopt. [passage omitted] 


Il. Establishment of NAFTA and Its Impact on China’s 
Economy 


Due to the fact that North America has always been a key 
district in which China carries out its economic and 
trading activities and makes investments, our nation has 
maintained fine relations and close contacts with the 
United States, Canada and Mexico for a long time. From 
Table I, we can see that the share of China’s imports and 
exports in this district ranks third, only next to Hong 
Kong, Macao and Japan. Furthermore it also has a fairly 
high rate of growth. 
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Table I. China’s Exports to World’s Major Countries and Districts 
Nation or District Hong Kong and Japan EEC NAFTA World 
Macao 

Year 

1990 2665006 901103 473045 572038 6209141 
42.92% 14.51% 7.62% 9.21% 100% 

1991 3213719 1021911 $73892 680024 7184254 
44.73% 14.22% 8.00% 9.47% 100% 




















Source: 1991 China Statistics Yearbook 





However, following the signing of NAFTA, import 
duties are eliminated, quotas abolished and production 
costs lowered. This will produce a direct or indirect 
impact on China’s economy and its enterprises. We can 
see this impact from three different angles: 


A. On Sino-U.S. Trade 


1. China’s trading pattern to the United States is basi- 
cally unilateral. From Table II, we can see that the total 
amount of China’s exports to the United States has 
continuously increased in recent years. 





Table II Share of China’s Exports to the United States 














Year 1989 } 1990 1991 7? 
Nation 

USA 338176 (7.1%) 439101 (8.3%) 517946 (8.3%) 615851 (8.5%) 
World 4751584 (100%) 5253809 (100%) 6209141 (100%) 7184254 (100/%) 

















Source: 1991 Yearbook of Foreign Trade and Economic Relations 





The aforementioned percentage will be even greater if 
transit trade is also taken into consideration. Moreover, 
the annual rate of growth of China’s exports to the United 
States exceeds that of China’s total amount of exports. It 
has reached 20 percent, 4 percent higher than the average 
figure. In addition, most of China’s exports depend on the 
U.S. market. For example, the rate of dependence for the 
service trade reaches 20.14 percent, that for toys 12.42 
percent and that of cotton textile 8.13 percent. However, 
the average tariffs among the United States, Canada and 
Mexico will drop and the volume of trade within the free 
trade zone increase after the signing of NAFTA. Particu- 
larly in Mexico where there are plenty of raw materials and 
minerals, NAFTA will further reduce production costs and 
help these three NAFTA nations enjoy comparative 
advantage within the free trade zone. As seen from the 
execution of the free trade agreement between the United 
States and Canada, which went into effect in 1989, the 
volume of trade among the United States, Canada and 
Mexico will definitely grow. Relatively speaking, the 
volume of trade outside the free trade zone is expected to 


. This is particularly true for the supply and demand 

of primary products. The share of Chinese products in the 

US, Canadian and Mexican markets is expected to 
ine. 


2. The United States remains the main resource from 
which China attracts its foreign investments. Table III 
shows that except for Hong Kong, Macao and Japan, the 
United States ranks top among all other countries and 
districts. What is more, its rate of growth ranks top among 
all the nations, exceeding Hong Kong, Macao and Japan. It 
accounts for 13.31 percent of the negotiated foreign invest- 

ments in China. However, after the signing of NAFTA, 

investments from any country outside the free trade zone 
in the other two NAFTA countries will enjoy the national 
treatment [of the third NAFTA country]. In addition, the 
NAFTA nations will make more direct investments in each 
other’s territories. Especially Mexico needs a large amount 
of construction funds. It also shares a long boundary line 
with the United States. This will attract more U.S. facto- 
ries and businessmen to make investments and run facto- 
ries in Mexico, causing a shift of investments and eventu- 
ally affecting China’s attraction of foreign investments. 





Table II}. Amount of Negotiated Foreign Investments in China 

















Nation | Hong Keng and Macao | Japan | US. } World 
Period 

1988 209520 (65.61%) $1453 (16.11%) 24198 (7.58%) 319368 (100%) 
1989 207759 (61.24%) 35634 (10.50%) 30122 (8.88%) 339257 (100%) 
1990 191342 (54.87%) $0338 (14.44%) 46403(13.31%) 348771 (100%) 

















Source: Same as Table Ii 
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Table IV. Cotton Textile and Clothing Exported From China to World’s Major Countries and Districts (%) 

















Year Heag Kong Japan NAFTA Others 
Cotton Textiles 1990 24.92 11.99 15.71 47.38 
1991 36.33 14.67 15.87 33.13 
Clothing 1990 31.09 18.31 22.98 27.62 
1991 39.05 16.98 19.62 24.35 




















Source: Same as Table I! 





From this table, we believe that the signing of NAFTA 
will affect China’s foreign trade, its attraction of foreign 
investments, its import of technology from abroad and 
its trading and investments. 


B. On Sino-Mexican Economic Relations and Trading 


1. As seen from the trade pattern, the main exports from 
Mexico to the United States include fish, fruits, coffee, 
petroleum, chemicals, products made of metallic mate- 
rials, clothing, electronic parts and transport equipment. 
This kind of export mix is similar to China’s export mix 
to the United States. It is mainly composed of labor- 
intensive products. The signing of NAFTA is of great 
disadvantage to China’s exports. Let us take cotton 
textile and clothing as an example in the following table: 


From this table, we can see that the share of China’s 
cotton textiles and clothing exported to the North Amer- 
ican Free Trade Zone is 15.87 percent and 19.62 percent 
respectively which are considerably large. After the 
signing of NAFTA, some of China’s share on the North 
American market will be replaced by NAFTA nations 
(particularly Mexico). Moreover, it is not likely that 
China will be able to shift its export of cotton textiles and 
clothing to other markets due to limitation of the tariffs 
and the quota system. Therefore, China will face a fierce 
challenge. Furthermore, Mexico is located at the center 
of the North American market. It has maintained tradi- 
tional ties with the United States. It is a country with a 
strong industrial foundation with which foreign inves- 
tors often attain higher profits from their investments. 
As a NAFTA nation, Mexico enjoys preferential treat- 
ments which make its products much more competitive. 


2. Due to the fact that NAFTA nations ordinarily enjoy 
national treatment in making direct investments in each 
other’s territory, they may shift their investments in 
non-NAFTA nations to NAFTA nations. This is of 
disadvantage to China’s attraction of foreign 
investments and its opening-up policy. 


3. Because of the signing of NAFTA, various countries 
(particularly the third world nations) will make invest- 
ments to run factories in Mexico in the hope to enter the 
two major markets in the United States and Canada 
through Mexico. This will become a strong external 
barrier to China’s enterprises in entering the Mexican 
market and the U.S. market via Mexico. 





C. On Sino-Canadian Economic and Trade Relations 


Canada is the largest trade partner of the United States. 
However, Canada’s exports have already reached .18 
percent of the total volume of U.S. imports. Moreover, 
the average of tariff rate between the two countries is 
only 3.5 percent, while some of the products are already 
duty-free on the basis of the U.S.-Canadian free trade 
agreement which went into effect in 1989. Therefore, it 
is not likely that people would favor Canadian products 
more because of the elimination or further reduction of 
tariffs. Thus, there will be little effect on any third nation 
to take action for “trade diversion.” 


On the other hand, by comparing what China exports to 
the United States with Canadian products, we can see that 
China’s exports to the United States are mainly composed 
of clothing, woodwork, rubber products, shoes, porcelain 
and other labor-intensive products, while Canadian 
exports to the United States are mainly composed of 
auto-parts, foodstuff, raw materials and automobiles. The 
comparative earnings of the Canadian exports are on 
automobiles, auto-parts and its abundant natural 
resources. Therefore, there are not much products 
exported by China to the United States that are duplicating 
Canadian exports. Thus the impact of the NAFTA is not so 
sharp on China as far as Canada is concerned. 


III. Development Strategy That China Should Adopt 


On the basis of the aforementioned analysis, China 
should adopt the following development strategy to 
promote its export business, trade and overseas 
investments in light of the establishment of NAFTA: 


1. Due to the fact that the United States has always been 
China’s major trade partner for a long time, China should 
continue to expand its export market in the United 
States, promote its trade whenever possible and avoid 
shifting its investments. Many people blame China’s 
difficulties in expanding its exports to the United States 
on U.S. trade protectionism. This view is subjective and 
unfair. If we judge the situation on the basis of the 
indexes such as the average tariff rate, the percentage of 
import restrictions and the rate of market penetration by 
imports, U.S. trade protectionism is still not so severe 
among the developed countries, particularly in its trade 
with the developing nations. Although the United States 
practices trade protectionism in automobile, textile and 
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shoe industries, it is quite common that some quotas 
have not been fully used up for some of the products now 
placed under protection. Meantime, the U.S. market is 
the largest one in the world. During the 1980's it has 
absorbed about 40 percent of the products turned out by 
developing countries, about one-fifth of the total exports 
of these countries. At the same time, we should carry out 
multilateral cooperation with U.S. transnational compa- 
nies at different levels, and encourage such companies to 
make direct investments in China to manufacture prod- 
ucts which we must produce with high marginal costs or 
buy import substitutes at all times. While letting such 
companies have access to a part of our market, we must 
strive to gain access to their U.S. sales channels and use 
their influence to increase the volume of our exports to 
the United States. 


2. As seen from the situation in Canada, our enterprises 
should energetically increase their exports to Canada. 
According to statistics compiled by a department con- 
cerned, Canada has always had a trade surplus with 
China. We may try to increase our exports to Canada 
through bilateral trade talks between the two countries. 
Naturally we must also make sure that our own enter- 
prises understand what the Canadian consumers need 
and turn out more products that cater to the needs of the 
Canadian people. 


3. In addition to increasing our exports to the United 
States and Canada, we should also make use of our 
available high technology to make direct investments in 
the United States and Canada. We may invest in the 
United States and Canada to manufacture high-tech 
products and those products that are not so easy to copy 
or imitate. We may also manufacture, in Mexico, those 
products that we will be able to produce by using the 
local cheap labor such as clothing, shoes and light 
industrial products. The main objective is to acquire 
high technology and avoid tariff barriers. It is quite 
difficult for an investment enterprise to acquire high 
technology on the market, because high technology is 
often protected by intellectual property rights. By 
making direct investments, it is relatively easy for any 
investment enterprise to acquire such technology. Our 
experience shows that the proceeds of such investment 
are often higher than the actual investment cost. Also, 
direct investment is a more effective method to avoid 
paying high customs duties. By making direct invest- 
ments in the United States and Canada, we will increase 
our ability in “market penetration.” Once we gain a 
strong hold in these two countries, it will be quite easy to 
export our products to Mexico and other Latin American 
countries through the North American Free Trade Zone. 
Naturally the production costs are high in these two 
areas. Therefore, we must select high-tech industries to 
make our investments. 


4. In addition, we cannot pay attention to the United 
States and Canada only. We should also realize that 
Mexico will become China’s new trading partner. With 
the establishment of NAFTA, Mexico will become a place 
contested by the strategists from all the countries in the 
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world. The entrepreneurs in China should seize this 
favorable opportunity as soon as possible to build their 
own base areas in Mexico as a springboard to enter the 
United States and Canada. Considering the actual situa- 
tion among our enterprises and the characteristics of the 
North American Free Trade Zone, we can see that there 
are two types of enterprises which will become our main 
force in entering the North American Free Trade Zone. 
One type of enterprises comprises large and medium- 
sized industrial enterprises or enterprise groups in the 
manufacturing industry and the textile industry. After 
accumulating experiences and absorbing imported tech- 
nology for the past severe! years, most of these enterprises 
and enterprise groups have become large in size and 
advanced in technology. However, their further develop- 
ment is restricted by the saturated domestic market and 
the dwindling natural resources. All this forces them to 
compete with other countries on the international 
market. Another type of enterprises comprises large and 
medium-sized enterprises in trading and service trades 
including trading companies of all kinds of specialties. 
They have been doing import and export businesses for a 
long time, and they are predominant in handling business 
transactions and making full use of their financial 
resources. If they are given preferential treatments by the 
government, they can quickly enter the United States, 
Mexico and Canada on a large scale. They may also enter 
Mexico in the form of joint ventures or cooperative 
enterprises, because the economies in China and Mexico 
are complementary to a greater extent, and there are 
many opportunities to cooperate with each other. Fur- 
thermore, Mexico does not demand very high standards 
for engineering goods. It is also comparatively flexible in 
conducting performance and quality tests. Its standards 
are similar to those of China for its export products. This 
will provide Chinese products and enterprises an excel- 
lent opportunity to enter the Mexican market. 


5. When China’s multinational enterprises select the 
Mexican market as a springboard to enter the U.S. and 
Canadian markets, they should pay attention to the 
following issues. One is the issue on the point of origin. 
In an effort to prevent any third country from using 
Mexico as a “springboard” to sell its goods in the United 
States, America has joined Mexico and Canada in for- 
mulating strict rules and regulations on the place of 
origin to guard against the import of such goods. As for 
those sensitive goods such as textile products, the United 
States may possibly limit their imports by imposing a 
certain quota. According to the NAFTA provisions, 
foreign products are duty free only when more than 50 
percent of the production cost of such foreign goods are 
from U.S. and Canadian sources. Another issue is that 
we cannot regard the Mexican market as a springboard 
for transit trade. Nor should we concentrate al! our 
efforts in transit trade only. This will prevent us from 
improving our production quality and increasing vari- 
eties. We should regard the Mexican market as our major 
market and the needs of the U.S. and Canadian markets 
as our guidance to manufacture our products to satisfy 











vide better services before, during and after the sales. 
Only by doing so will it be possible for us to open up the 
U.S. and Canadian markets. 


6. When attempts are being made to set up factories in 
the North American Free Trade Zone, the Chinese 
government should energetically support the banking 
industry to establish branches there to directly serve 
Chinese multinational corporations. The government 
should also provide long-term low-interest loans to sup- 
port large- and medium-sized enterprises to make invest- 
ments there. It must help these enterprises in various 
ways to understand the local investment climate and 
political geography as well as the local policies, laws, 
taxes and cultural background. It should promptly 
supply them with various business information and 
forecasts and make things convenient for the staff mem- 
bers of the multinational corporations to go abroad on 
business trips. 

7. Regional economic integration has become a trend of 
world development. While seeking to join multilateral 
trade organizations such as the GATT, China must 
energetically help develop the regional economy or orga- 
nize its own regional trade group. Recently some people 
put forward the concept of “economic China.” This 
merits our attention. That is aimed at combining the 
production factors of Mainland China, Taiwan, Hong 
Kong and Macao such as the mainiand’s science and 
technology and cheap labor, Taiwan’s financial resources 
and technology, and the experiences of Hong Kong and 
Macao in banking, service trade and market economy; 
reducing man-made obstacles among the three sectors; 
and enhancing mutual understanding and trust to work 
hard for the economic interests of all the Chinese and 
contend with the world’s various major regional blocs. 


Strategic Tasks In Foreign Trade Adjustment 
94CE0326A Beijing GUOJI MAOYI [INTERTRADE] 
in Chinese No 144, 15 Dec 93 pp 4-9 


[Article by Wang Zixin (3769 1311 0341) of the Ministry 
of Foreign Trade and Economic Development Trade 
Development Office: “Strategic Tasks in Foreign Trade 
Adjustment’) 


[Text] China is in the process of working out a new 
industrial policy to meet the needs of further opening 
itself to the outside world and building a socialist market 
economy. It is one of the four major goals of China’s 
national industrial policy in the 1990’s to adjust the 
foreign trade structure properly, accelerate the upgrading 
of the industrial structure, and enhance its international 
competitiveness. Since reform went under way and the 
open policy began, foreign trade has played an increas- 
ingly important strategic role in promoting economic 
growth, optimizing the industrial structure, and raising 
the quality of the economy. During the 1990’s, as the 


world economy and as China continues to take big 
strides toward a socialist open market economy, foreign 
trade will play an even more prominent strategic part in 
modernization. In the 1990's there will be a series of 
changes, including opportunities and challenges, in both 
the internal and external conditions in which economic 
development and foreign trade take place. Thus further 
adjusting the foreign trade structure and creating even 
more favorable conditions for economic development in 
order to meet the requirements of the new situation has 
become a major topic facing us. We believe that 
depending on the needs and possibilities, the adjustment 
of the foreign trade structure in the 1990’s will involve 
three major strategic tasks. First, to take advantage of 
our “latecomer’”’ status and speed up the transition of the 
mode of economic development from extensive to inten- 
sive, we must continue to ensure that foreign trade, 
particularly exports, expands at a fast pace and contrib- 
utes even more to economic growth and the adjustment 
of the industrial structure. Second, we must speed up the 
upgrading of the export industries and the optimization 
of the export mix in light of the evolving trends in the 
global industrial structure and China’s own capabilities. 
The goal is an export mix dominated by multiple- 
processed products and articles with high added value. 
Third, by accelerating the reform of the import system, 
we must set up an import regulating system that is in line 
with China’s national conditions, satisfies the require- 
ments of GATT, spurs the optimization of the import 
mix, and raises the proportion of imports consisting of 
advanced technology and equipment in order to bring 
about technological advances in China. At the same 
time, the domestic market should be opened systemati- 
cally and selectively, an appropriate measure of interna- 
tional competition should be introduced, and the adjust- 
ment of the industrial structure and pattern of regional 
distribution should be brought under greater pressure so 
as to further the well-being of the people and improve the 
overall efficiency of the national economy. Below we 
discuss the goals and means of the three major strategic 
tasks of adjusting the foreign trade structure: 

I. Increase Contribution of 4: ey to Economic 
Growth, Industrial Structure A nt 

Since reform went under way and the open policy was 
introduced, foreign trade has contributed progressively 
more and more to economic development as it experi- 
enced rapid growth, a trend that has been particularly 
striking since 1988. Dependency on imports and exports 
has increased substantially. Foreign demand as indicated 
by exports also showed signs of rising relative to gross 
social demand, as did the increase in exports relative to 
the increase in gross demand. The expansion of foreign 
demand is becoming an increasingly important force 
fueling economic growth. Rising exports contribute to 
economic growth immensely. The significant change in 
the standing of imports and exports in national eco- 
nomic processes symbolize the historic changes in the 
way the Chinese economy operates. 
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Table 1. China’s Foreign Trade Dependency Since 1980(%) 

Year Experts and Imports Exports Imports 

1978 99 4.7 5.2 

1980 12.8 6.0 6.8 

1985 24.2 9.5 14.7 

1988 27.2 12.6 14.6 

1989 26.0 12.4 13.6 

1990 31.4 17.0 14.4 

1991 35.8 19.5 16.3 

1992 38.0 19.5 18.5 
Table 2. Exports as Percentage of Total Demand Structure Since 1988 

Year Exports as Percentage of Total Social Demand 

1988 10.48 

1989 11.14 

1990 14.44 

1991 16.17 

1992 15.75 








Judging from the practice in recent years, imports and 
exports spur economic development also in the following 
ways. First, the increase in exports has accelerated the 
adjustment of the product mix and the upgrading of 
products. Second, the increase in exports had set the 
stage for the realization of economies of scale by some 
enterprises, which helps widen their margin of profit. 
Third, exporting and taking part in international com- 
petition have pushed many enterprises at home to 
improve the quality of their products, introduce more 
variety in their product design and lineup, and lower 
costs, which all help improve the quality of Chinese 
enterprises and enhance their international competitive- 
ness. Fourth, the growth in exports has put to use China’s 
comparative advantage in capital goods such as man- 
power through participation in international division of 
labor, which helps improve our macroeconomic effi- 
ciency. Fifth, the multiplier effects of foreign trade have 
powerfully fueled the development of related sectors. 
Sixth, the importing of raw materials, goods, and con- 
sumer products in short supply in China has met the 
requirements of industrial and agricultural production as 
well as the daily needs of the people and helped ease the 
constraints of the bottleneck sector on economic devel- 
opment. Seventh, the importation of advanced tech- 
nology and equipment and intermediate inputs has 
helped accelerate technological advances in China, 
improve the input-output ratio, enhance economic effi- 
ciency, speed up industrial upgrading, and strengthen the 
momentum for lasting economic growth. Eighth, com- 
peting imports have demonstrative effects and exert 
pressure on domestic enterprises to speed up their 
“learning, absorption, assimilation, and improvement” 
process and become more adaptable. All in all, the rapid 
development of foreign trade makes it possible for China 


to better utilize foreign markets, resources, funds, tech- 
nology, and qualified personnel. 


As the supply-demand conditions in the national 
economy evolve and following the resumption of China’s 
status as a signatory to GATT, foreign trade will play an 
even more important role in balancing the total volume 
and the structure of the economy in the 1990’s. On the 
one hand, when the demand structure goes upscale and 
the demand for newer and better consumer goods swells, 
the demand for capital goods and intermediate goods 
with a high technical content would intensify by the day. 
On the other hand, there are signs of deterioration in 
supply conditions, particularly the availability of 
resources. There is also extensive plant duplication in 
light industry, processing industry, and durable con- 
sumer goods industry. In these industries the scale is not 
economical and there is a good deal of production 
overcapacity, which makes it hard to improve product 
quality and raise profitability, which, in turn, would lead 
to diminished international competitiveness. Moreover, 
since the resumption of China’s membership in GATT is 
irreversible, many domestic industries would be affected 
to varying extents. These factors make it even more 
imperative that China use foreign trade in the 1990's to 
close the gap between supply and demand at home and 
speed up industrial upgrading. And economic structural 
reform, particularly the deepening of foreign trade 
reform, will pave the way for foreign trade to play an 
important strategic role in the national economy. More- 
over, international conditions in the 1990’s more and 
more favor the drive to increase the contribution of 
foreign trade to the national economy. First of all, with 
the global economy and world trade gradually recovering 
in the near and medium term, China may face a more 
favorable international market in the late 1990's. 














Second, the world-wide industrial structure is in the 
midst of readjustment right now, with developed nations 
and the newly industrialized countries [NIC’s] hiving off 
traditional industries at an accelerated pace, which pro- 
vides a favorable external environment for China’s move 
to accelerate industrial upgrading and gradually replace 
light and textile industries with heavy industry, chemical 
industry, and new durable consumer goods industry as 
the leading export-oriented industries. 


Based on the universal laws of industrialization and mod- 
ernization worldwide and the requirements and possibilities 
of the development of foreign trade in the 1990's, we should 
set the following goals for the first strategic task of the 
adjustment of foreign trade structure in the 1990s. 


1) Foreign trade should continue to grow faster than the 
economy by an appropriate margin. A widespread 
trend among industrializing nations as they take off 
economically as well as a major characteristic of 
global economic development today is for foreign 
trade to grow reasonably faster than the economy. 
Since reform began and the open policy was intro- 
duced, the development of China’s foreign trade has 
basically been consistent with this principle. As the 
Chinese economy takes off in the 1990’s, it is entirely 
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necessary and possible to keep foreign trade 
expanding 3 to 5 percentage points ahead of GNP. 


2) Imports should roughly equal or slightly exceed 
exports. Most NIC’s ran some sort of a trade deficit 
during their economic take-off so that they had con- 
siderable foreign resources and technology at their 
disposal to accelerate economic development. 
China’s medium- and long-term foreign trade policy 
in the 1990's is to achieve a rough balance between 
imports and exports, but considering the needs of 
modernization and the fact that we have a net surplus 
of capital projects, it would also be normal to run a 
small deficit in some years. 

3) The extent of participation in international division of 
labor will increase further, gradually creating an open 
resource-balancing mechanism. The fast growth of for- 
eign trade inevitably implies greater involvement by 
China in international division of labor and exchange 
based on the principle of comparative advantage and 
opening up China economically even further to the 
outside world. As foreign trade dependency increases in 
the 1990's, the integration of the Chinese economy into 
the world economy will quicken and an open optimal 
resource-allocation and balancing mechanism will 
gradually come into existence. 





Table 3. A Comparison of China’s Foreign Trade and GDP Growth Rates 1979-1992(%) 


















































Year Exports and Imports GDP 
1979 42.2 7.6 
1980 28.9 7.8 
1981 15.4 6.8 
1982 -5.4 4.5 
1983 4.8 8.5 
1984 22.8 10.2 
1985 30.0 12.9 
1986 6.1 8.5 
1987 11.9 11.1 
1988 24.4 11.2 
1989 8.7 4.3 
1990 3.4 3.9 
1991 17.5 7.7 
1992 22.0 12.8 
1979-1992 16.0 8.9 














Table 4. A Comparison of Foreign Trade and GNP Growth Rates of Some Newly Industrialized Countries (Regions) 

















During Economic Take-Off (%) 
Exports GNP 
South Korea 27.2 9.9 
Hong Kong 9.1 8.6 
Brazil 9.3 9.0 
Indonesia 9.6 7.0 
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Table 5. Trade Balances of Some Newly Industrialized Countries and Regions (urit: in $10,000) 





























Year 1950 1960 1970 1980 1983 
South Korea 0.31 3.11 “11.49 47.87 17.47 
Brazil 2.49 1.93 1.10 -48.29 50.98 
Chile 0.36 0.1 2.86 4.53 10.82 
Mexico 0.12 4.24 -10.09 41.15 128.11 
Argentina 0.2 1.70 0.79 -25.2 33.3 
Taiwan 0.16 1.33 0.96 0.78 48.35 
Japan “1.54 4.36 4.36 107.12 202.76 
Singapore 0.63 1.96 9.07 42.13 63.25 




















Source: Chinese Foreign Economic Relations and Trade 
Yearbook 1985 


To achieve the above-mentioned objectives, the right 
macroeconomic policies and institutional safeguards are 
needed, primarily the following: 


1) Strengthen the macroeconomic policy to manage 
demand. A high savings rate and a rising foreign trade 
contribution rate are preconditions a developing 
nation must meet to achieve fast economic growth 
and improve the quality of its economic develop- 
ment. As a developing nation, China too must work 
to keep savings rate and foreign trade contribution at 
a high rate if it is to accelerate economic take-off. 
Accordingly, it is imperative that macroeconomic 
regulation and control be tightened and improved 
and the appropriate monetary and fiscal policies be 
adopted in order to hold down gross domestic 
demand as appropriate and check inflation. To do all 
that is to set the stage for raising the accumulation 
level in the national economy and ensuring the steady 
long-term expansion of exports, basically reversing a 
longstanding phenomenon in which export growth is 
hampered by the boom-and-bust cycle in the 
domestic economy. 


2) Deepen reform and gradually allow the market to 
play a basic role in resource allocation. This is an 
institutional guarantee of putting comparative advan- 
tage to the utmost use and obtaining the optimal 
comparative advantage through foreign trade. 


3) Establish a foreign trade system featuring fair com- 
petition and deregulation that conforms with the 
norms of international trade. Instead of making the 
earning of foreign exchange their principal objective, 
foreign trade enterprises must now be profit-driven, a 
transition that must be effected as soon as possible. 
Over time they should be operated exclusively in 
accordance with the principle of profitability. Prop- 
erty rights relations should be sorted out and a 
modern enterprise system should be put widely in 
place. 


4) Gradually create a new body of policies consistent 
with international practices that will encourage 
exporting and give the export drive all necessary 


support. 


II. Accelerate Upgrading of Export Industries; Optimize 
Export Mix 


Accelerating the upgrading of the mix of export indus- 
tries and optimizing the export mix are major conditions 
for improving the terms of trade, enhancing China’s 
international competitiveness, and heightening its 
staying power as an exporter. It is also an important 
driving force behind better utilizing the changing mech- 
anism of the international market to facilitate the adjust- 
ment of China’s industrial structure. It is the second 
major strategic task facing China in the 1990's as it seeks 
to adjust its foreign trade structure. 


1) The need to accelerate the upgrading of export indus- 
tries and optimize the export mix 


Since reform began and the open policy went under way, 
China’s mix of export commodities has improved enor- 
mously. According to customs statistics, industrial man- 
ufactured goods accounted for 80 percent of all Chinese 
exports in 1992. At $19.55 billion, electrical machinery 
products made up 23 percent of all exports. The mix of 
countries (regions) to which Chinese exports are destined 
has been improved. There has been stable development 
in export growth using a variety of trading methods. The 
optimization of the export mix has been instrumental in 
promoting the adjustment of the mix of industries. 
However, we should also see that China’s leading export 
industries remain resource-and labor-intensive indus- 
tries with little multiple processing and limited added 
value. We are still a long long way from fully exploiting 
our economic and technical edge and our strength in 
elements of production. There are little differences 
between the export mix of one locality compared to the 
next. Production of export commodities takes place on a 
small scale and is fragmented, which militates against the 
effort to make exporting more profitable, diminishes the 
staying power of export growth, and encourages panic 
purchasing at home even at inflated prices and cut-throat 
price-slashing overseas. The optimization of the export 
mix and the adjustment of the industrial structure 
should have a mutual stimulating effect, but because of 
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the above-mentioned factors, such a relationship has not 
been fully operational. The optimization of the export 
mix has done little to further the adjustment of the 
industrial structure, which it should. Although China’s 
current export mix, dominated by labor-intensive prod- 
ucts, is favored in some ways, it also faces grim chal- 
lenges given the international climate today. 


To begin with, competition among the nations world- 
wide will become more ferocious in the 1990’s even as 


global economic interdependency increases. As the new- . 


tech and high-tech revolution accelerates, high tech and 
new tech will be the principal theatre where nations vie 
for supremacy in overall national power. As the interna- 
tionalization and industrialization of high-tech and new 
technology quicken their pace, the global industrial 
structure will undergo dizzying changes, with tech- 
nology- and knowledge-intensive industries increasingly 
gain the upper hand in international competition, while 
the terms of trade for resource- and labor-intensive 
industries will worsen in contrast. External conditions 
do exist for the further participation by China’s labor- 
intensive industries, which enjoy an edge, in interna- 
tional division of labor. At the same time, however, 
China’s export mix, heavily dependent on labor- 
intensive products, also faces grim challenges. 


Another important trend in world economic develop- 
ment in the 1990’s is that regional economic blocs have 
been taking shape at an accelerating pace, profoundly 
impacting the movement of commodities, capital, tech- 
nology, and qualified personnel among nations. In 
Europe, a huge unified market became operative starting 
in early 1993. The United States, Canada, and Mexico 
have signed the North American Free Trade Agreement. 
In the Asian and Pacific region, economic cooperation is 
moving in the direction of institutionalization and sub- 
regional groups have proliferated. Elsewhere, too, eco- 
nomic cooperation associations of all forms and shapes 
are being planned or put together enthusiastically. To a 
certain extent, economic regionalization will stimulate 
economic growth and trade around the world, thus 
creating some opportunities for China. But such oppor- 
tunities will be accompanied by protectionism and an 
expanded flow of commodities, capital, technology, and 
personnel among developed nations and developing 
nations within a particular regional bloc, which will 
adversely affect the development of China’s foreign 
economic relations and trade. 


Third, the adjustment of the global industrial structure 
will continue and international division of labor will 
intensify in the 1990’s. The outward transfer of labor- 
intensive industries from developed nations and the 
NIC’s will pick up steam. Meanwhile, however, member- 
nations of ASEAN and countries in South Asia, Latin 
America, the Commonwealth of Independent States, and 
East Europe are also in a hurry to reform and open up 
themselves to the outside world. As their international 
competitiveness improves over time, they will become 
tough competitors for China. 
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Summing up the preceding paragraphs analytically, tra- 
ditionally it is the labor- and resource-intensive indus- 
tries, including light industry and the textile industry, 
that have sustained the scale of China’s exports. How- 
ever, any major expansion in exports will be hard to 
come by if we fail to upgrade our industries technologi- 
cally and continue to compete essentially on price. We 
can no longer afford to delay giving special support to 
and developing on a priority basis such technology- 
intensive industries as heavy industry, chemical 
industry, and instrument-making industry in which 
China already has a foundation in place and where it 
enjoys a dynamic comparative advantage. 


2) Developing technology-intensive industries for 
export: strengths and practical feasibility 


More than 40 years after the PRC was founded, China 
has basically put together a coherent industrial system 
and a complete scientific research system. It boasts a full 
line-up of industries, a large number of technical per- 
sonnel, and a massive army of scientific researchers. 
Right now about 2 million scientific research personnel 
are engaged in research and development, more than 
anywhere else in the world, generating scientific research 
achievements in the tens of thousands each year. In such 
S&T fields as aviation and space technology, biotechnol- 
ogy, genetic engineering, fiber optical communications, 
shipbuilding, iron and steel, domestic electrical appli- 
ance industry, and petrochemical industry, China 
matches the best in the world or is closing in on it. 


China is also heavily favored to develop technology- 
intensive industries for export in that it can compete on 
the costs of elements of production. Vast in territory, 
China abounds with strategic resources like non-ferrous 
metals and ferrous metals, coal, and petroleum. It has an 
ample supply of inexpensive labor. Infrastructural facil- 
ities like water supply, communications, and transporta- 
tion have also reached a substantial scale. 


Even more important, after more than 40 years of 
construction, particularly after reform began and the 
open policy was introduced, China has greatly enhanced 
its production capability and level of technology by 
attracting foreign capital, importing advanced tech- 
nology and whole plants, and developing industries using 
high and new technology. No doubt this has laid a solid 
foundation for the drive by China to push its exports to 
a higher level of technology. 


In light of the characteristics of China’s economic devel- 
opment and the trends in the development of interna- 
tional economic relations and trade, we should firmly 
commit ourselves to achieving the following as objec- 
tives of the adjustment of the mix of export commodities 
and the establishment of strategic industries. In the short 
haul, rely on the agricultural byproducts industry, light 
industry, and textile industry as the mainstay export 
industries, while concentrating on increasing the tech- 
nical content of export commodities, improving product 
quality, and moving to the upper end of the market, 
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forming a host of products with international brand- 
name recognition. In the medium term, take the elec- 
trical machinery, food, and chemical industries as the 
leading export industries and concentrate on developing 
mature technologies and whole plants for export in order 
to increase China’s international competitiveness and 
elevate them to the nation’s leading exports after five to 
seven years of hard work. In the long run, make high-tech 
industries and the next generation of chemical, heavy, 
and instrument-making industries our strategic export 
industries, treating them preferentially on a policy level 
and giving them all-out support to ensure that new 
export growth targets are met one after another. Every- 
thing must be done to make sure these industries are 
exporting a substantial amount of their output by the 
late 1990’s, joining the ranks of China’s key export 
industries. 


3) Policies and measures to strategically adjust the mix 
of China’s export commodities 


a) The government must conduct scientific planning 
and formulate the appropriate laws. The adjust- 
ment of the export mix embraces a range of fields, 


culation. No unit acting alone can draw up a 
comprehensive plan. It is proposed that compre- 
hensive agencies under the State Council take the 
lead in initiating systems research in conjunction 
with the functional departments involved and 
drawing up an export industry strategy for each of 
the three industry clusters as presently con- 
ceived—current mainstay industry cluster, near- 
term leading industry cluster, and future strategic 
industry cluster—setting goals and outlining the 
steps to be taken at each stage and introducing 
them as soon as possible. Moreover, when the 
conditions exist, we should consider drawing up 
the corresponding legislation such as a technology 
import-export law, a high-tech and new technology 
industry law, and a strategic industry vitalization 
law, among others. Enlist the help of the law to 
spur the upgrading of export industries. 


b) Expedite economic structural reform and S&T 
reform vigorously and establish a mechanism that 
promotes the effective integration of trade, 
industry, agriculture, and technology. In the short 
run, there are two ways to integrate industry, 
agriculture, technology, and trade. One approach 
is to go all out to develop large-scale enterprise 
groups in the form of comprehensive conglomer- 
ates that combine trade, industry, and technology 
under one roof with foreign trade playing the 
dominant role. In matters of technology, these 
enterprises should go in for self-absorption, self- 
improvement, and self-development with one 
helping the other in an endless cycle. The other 
approach is to vigorously develop multinational 
corporations that combine industry, S&T, and 
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foreign trade under one roof, with leading indus- 
tries playing the dominant role. The industrializa- 
tion and internationalization of high-tech will be 
completed within the industrial corporations 
themselves. In the medium and long term, the 
problem of dissociation between industry and 
trade must be solved at its root by deepening 
economic structural reform and S&T reform. 


c) Formulate policies to single out certain industries 
for preferential treatment, thereby bolstering the 
optimization of the mix of export commodities. In 
preparing its industrial policy for the 1990's, the 
state must consider the overall industrial adjust- 
ment strategy and guide the optimization of the 
mix of export commodities. Among the major 
policies and measures are the following: 1) Fund 
credit support system; 2) import-export policy; 3) a 
sound tariff policy; 4) export drawback and other 
tax policies; 5) technology and qualified personnel 
development policy. 


d) Strengthen export industrial organizations. In the 
transitional period of economic structural reform, 
the government should take administrative, legal, 
and, if necessary, administrative measures to step 
up intervention in export industrial organizations. 
Not only should it guide the rationalization of the 
structure of the increase in properties, but it must 
work harder to adjust the structure of existing 
properties. Enterprises in export production com- 
monly operate on a small scale, which prevents 
them from benefiting from economies of scale. 
This and other problems must be overcome. On 
the other hand, the government must promote the 
rationalization of the distribution of export pro- 
duction, gradually putting together an export pro- 
duction system that takes advantage of each 
region’s resource, economic, and technical 
strengths and marries specialization with cooper- 
ation. At the same time, the government should 
further the trend toward the formation of foreign 
trade enterprise groups to enhance China’s com- 
petitiveness, forming an intelligent operational 
pattern where the regions practice division of 
labor even as they cooperate. 


III. Decontrol Importation, Optimize Import Mix, and 
Intensify Pressure To Adjust Structure 


The irrationality of China’s import mix manifests itself 
primarily in the following ways: First, advanced tech- 
nology and equipment, particularly software technology, 
account for only a limited share of total Chinese imports. 
According to statistics, technology imports constitute a 
mere 8.5 percent of all imports during the Seventh 
Five-Year Plan and only 8.2 percent in 1992. Second, the 
importing of luxury consumer goods has not been reined 
in successfully. Consumer goods and capital goods 
imported through a variety of illegal channels have been 
battering the domestic market. Third, unplanned impor- 
tation and duplicate importation are commonplace, 
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severely hampering industrial production and the adjust- 
ment of the industrial structure at home. Even more 
serious, they complicate the drive to increase the staying 
power of economic development and raise profitability. 


The irrationality of the import commodity mix has its 
roots in the existing import management system, which 
also has given rise to excessive import protection, hin- 
dering the full exploitation of China’s comparative 
advantage and its more extensive participation in inter- 
national division of labor. Moreover, it takes away a 
major incentive to upgrade the country’s industries and 
undermines the effort to enhance international compet- 
itiveness and profitability. 


The move to gradually decontrol importation and opti- 
mize the import mix in the 1990’s has enormous stra- 
tegic significance for upgrading the industrial structure 
and would help solve some of the deep-seated problems 
in China’s industrial organizations: low standard, small- 
scale operations, i , overlapping industrial dis- 
tribution and fragmentation. First of all, by reforming 


pressure would help put an end to a pattern common to 
industrial development in China; namely, small as well 
as large enterprises seeking to have a full lineup of 
products; eliminate inefficient and backward enter- 


the structure of the existing volume of properties deter- 
mines the structure of any additional properties, making 


the 1990's. First, increase the proportion of advanced 
technology and equipment imports significantly to over 
40 percent. Between 1978 and 1988 machinery and 
equipment imports accounted for 25.68 percent of all 
imports on the average. Corresponding figures for 1989 
1990 were 30.8 percent and 33.0 percent, respec- 
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foreign-funded enterprises owed as much as 83.9 percent 
of their registered capital. One enterprise with foreign 
investment has gone into operation for more than two 


with foreign investors. They are eager to attract foreign 
funds. They are so hungry that they are not choosy about 
checking the credentials of their foreign partners. At 
times, the Chinese side of some joint ventures only 


outwardly signed the agreement of joint operation with 


agement to run “fake joint ventures.” As a result, this has 
made the Chinese side of the joint venture suffer and 
lose money. 


In order to put an end or reduce the number of “white 
IOU slips” from foreign businessmen, it is necessary to 
further improve the investment climate. In addition, I 
believe that the following measures should be adopted: 


1. In screening and approving any application from any 
enterprise with foreign investment, the department con- 
cerned must strictly check and verify the reputation of 
the foreign businessman. 


2. In the course of forming the joint venture, the Chinese 
side should, first of all, ascertain the foreign investor's 
ability in fulfilling the contract and his reputation in 
doing business first; and stipulate clearly in the contract 
the time limit for him to subscribe the capital and his 
responsibility for delaying payments or breaching the 
contract. 


3. In dealing with those enterprises which have not been 

paying for their investment contributions on time, it is 
necessary to send a “notice of overdue payment for 
registered capital” to foreign investors via mail, FAX or 
telephone to urge them to make payments before the 
deadline. 
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4. It is necessary to strictly implement the “Regulations 
0 Fee ee 

” strengthen check-ups on how foreign investors 
oss STEELE exactions to ta inten oe. 
tures, and place them under strict control. It is essential 
to nullify, according to law, the registration of those 
enterprises with foreign investments which have not 
subscribed their capital for a long time, although they 
have been repeatedly reminded of their overdue 
payments. 


The establishment of the Sino-foreign joint ventures and 
cooperative and wholly foreign-funded enterprises is 
something inevitable in history. We should strive to 
become more matured and smarter in the course of 
dealing with foreign businessmen, and help enterprises 
with foreign investments further develop themselves in a 
healthy way. 


AGRICULTURE 


Guizhou 1993 Meat Output 


94CE0397G Beijing NONGMIN RIBAO in Chinese 
28 Mar 94 p 1 


{Summary] Gross output of meat in Guizhou Province 
in 1993 was 888,900 tons, a 3.39 percent increase over 
1992. Egg output was 50,000 tons, a 4.3 percent increase 
over 1992. At present, Guizhou has over 300 feed 
processing plants and 33,000 people engaged in 
veterinary services. 


Heilongjiang Bank Leans Used To Repay Beet 
Farmers 


94CE0397E Harbin HEILONGJIANG RIBAO 
in Chinese 9 Mar 94 p I 


([Summary] The Heilongjiang Industrial and Commer- 
cial Bank has allocated 80 million yuan in loans to sugar 
mills to repay farmers for beets purchased in 1993. 


Heilongjiang Reports Soybean Prices 
94CE0344M Harbin HEILONGJIANG JINGJI BAO 
in Chinese 24 Feb 94 p 3 


[Summary] Prior to the Spring Festival soybean prices 
remained stable at 1700 yuan per ton, but prices are 
expected to increase. Compared to last year export prices 
have increased 250 yuan per ton because the state 
procurement price increased more than 10 fen, and 
domestic and international demand has increased. The 
forward price for April and May is 2300 yuan per ton. 
Because demand for red bean exports has increased, and 
output has declined in some areas due to natural disas- 
ters, the price has risen to 5400-5600 yuan per ton. The 
price of mung beans has remained stable, at present it is 
2800 yuan per ton. 
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Hunan 1993, 1996 Cotton Area 


94CE0344W Changsha HUNAN RIBAO in Chinese 
22 Mar 94 p I 


[Summary] In 1993 the cotton area in Hunan Province 
was 2,580,900 mu, the per mu yield was 81.6 kilograms, 
and gross output 210,700 tons. In 1996 the planned 
cotton area is 7 million mu, the per mu yield 75 
kilograms, and gross output 525,000 tons. 


Hunan, Heilongjiang 1993 Farmer Income 


Hunan Farmer Income 


94CE0344V Changsha HUNAN RIBAO in Chinese 
22 Mar 94 p 1 


[Summary] In 1993 per capita net income of farmers in 
Hunan Province was 851 yuan, an increase of 112 yuan, 
or 15.2 percent over 1992. 


Heilongjiang Farmer Income 
94CE03971 Harbin HEILONGJIANG RIBAO 
in Chinese 16 Mar 94 p 6 


[Summary] In 1993 per capita net income of farmers in 
Heilongjiang Province was 1028 yuan. 


Liaoning Sets Goals for Agricultural Outputs 
94CE0397B Shenyang LIAONING RIBAO in Chinese 
14 Mar 94 p 1 


[Summary] Liaoning has set the following agricultural 
goals for 1994: grain output 15 million tons; cotton 
40,000-50,000 tons; oil crops 260,000 tons; beets 
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550,000 tons; flue-cured tobacco 40,000 tons; vegetables 
10 million tons, the vegetable area 700,000 mu; and fruit 
2,300,000 tons. The per capita net income of farmers 
will reach 1300 yuan. 


Liaoning Cotton Procurement 


94CE0344N LIAONING JINGJI RIBAO 
in Chinese 22 Feb 94 p 1 


[Summary] In 1993 the cotton area in Liaoning Province 
was 530,000 mu, and the average per mu yield was 55 
kilograms, an increase of 30.7 kilograms over 1992. 


As of 22 national cotton totaled 
45 million dan, a decrease of 22,350,000 dan from the 
same period in 1993. As of 22 February Liaoning had 
procured 200,000 dan, a decrease of 225,000 dan from 
the same period in 1993. 


Zhejiang, Guangdong Procurement Price fer Rice 


Zhejiang Procurement Price 


94CE0397F Hangzhou ZHEJIANG RIBAO in Chinese 
9 Mar 94 p 1 


{Summary} The procurement price for early rice in 
Zhejiang Province will be 42 yuan per 50 kilograms with 
an added price of 3.74 yuan. 


Guangdong Procurement Price 


94CE0397H Beijing NONGMIN RIBAO in Chinese 
29 Mar 94 p 1 


[Summary] The procurement guaranteed price for rice in 
Guangdong Province has increased from 35 yuan per 
dan in 1993 to 70 yuan. 
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‘Obstacles’ to Effective Procuratorate Work 


94CM0232B Beijing LIAQWANG [OUTLOOK] 
in Chinese No 5, 31 Jan 94 pp 24-25 


[Article by Gao Jianyuan (7559 1696 0337): “Procura- 
torial Work: Guarantee for Just and Fair Law 
Enforcement”’] 


[Excerpt] The following are presently some of the major 
difficulties and obstacles that are still commonly encoun- 
tered in the investigative work of procuratorial organs: 


Ineffective measures of legal supervision. Legislation on 
legal supervision is still not sufficiently developed in 
China, and further explicit clarifications are required as to 
procedure, methods, and the effects of legal supervision. 
For instance, the procuratorial organs find it very difficult 
to straighten out problems in cases involving human 
relations, cases of favoritism, and imposition of fines 
instead of criminal punishment. The procuratorial organs 
merely investigate and give approval for arrest, but do not 
supervise the execution of the arrest, so that the execution 
of the arrest order will not be subject to effective supervi- 
sion. In the supervision of trials, procuratorial organs have 
no means of supervising cases which have been referred 
back for further investigation. For instance, in 1992, in the 
case of 85 percent of the appeals filed by the procuratorate 
of Jilin Province, the law courts did not convene any 
sessions to hear the cases. There do not exist, therefore, 
even the preconditions for procuratorial organs con- 
ducting legal supervision of cases of the second instance. In 
cases of reduction of sentences or release on parole, the 
procuratorial organs can also only conduct supervision 
after the fact. A supervisory system for the review of death 
sentences has not yet been established. Obstacles are also 
great in the case of crimes that are to be prosecuted only on 
the petition of the injured party, also in civil litigation, and 
in administrative proceedings. All these facts adversely 
affect the conduct of legal supervision by the procuratorial 


organs. 


In some places the leadership as well as the judicial 
organs have confused ideas about the functions and inten- 
tions of legal supervision by the procuratorial organs. In 
some places the leadership regards the procuratorial 
organs merely as departments that initiates cases or as 
administrative departments of the government. The 
position and functions of the procuratorial organs is not 
yet fully understood, with the result that the procurato- 
rial organs cannot fully exercise their functions. 


Serious insufficiency of funds budgeted for the prosecution 
of cases. The insufficiency of funds has all along been an 
old problem that has never been adequately resolved. In 
recent years, the problem of insufficient funds for the 
prosecution of cases has become even more acute. Many 
big cases could not be investigated because of a shortage 
of funds. When initiating cases, the basic level procura- 
torates will generally adopt the method of recovering 
procedural expenses from out of the confiscated money 
or materials of the case in question, or will obtain funds 
from the unit that initiated the case in the first place. 
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Although the superior procuratorates repeatedly tried to 
stop this procedure, it could not be completely eradi- 
cated and has resulted in certain negative consequences. 


such economic crimes as graft and bribery. There is 
anxiety that prosecution of such cases could jeopardize the 
key undertaking of economic construction; action is there- 
fore held up. Some places have gone even so far as to 
decree that such-and-such must not be investigated and 
such-and-such must not be reported. Some leading cadres 
are themselves not clean and afraid that they themselves 
may be found out if these cases of graft and bribery are 
investigated. They will therefore use manpower, finance, 
and material power to make things difficult for the proc- 
uratorial organs, and as a consequence some cases cannot 
be dealt with justly and fairly. 


Then there is also local protectionism that seriously and 
adversely affects prosecution of cases according to law. In a 
small number of places, party and government leaderships, 
out of considerations for the interests of their local depart- 
ment or local district, ignore party discipline and state law. 
They use their power to suppress the law, they make their 
word, rather than the law, count as decisive, and they 
interfere in the investigation of particular cases that are 
being pursued by the procuratorial organs. In criminal 
cases involving so-called “able persons [neng ren 5174 
0086],” who in some way have made contributions to the 
local economy, the local party and government leaderships 
are afraid that bringing down these “able persons” will 
cause the enterprises concerned to collapse. They fear that 
this would then also adversely affect the economic devel- 
opment of the local district, and for this reason they will 
obstruct prosecution of such cases. 


In yet another type of situation, the units will not report 
criminal cases that might have occurred in their units, but 
will dispose of such cases by somehow ” them 
themselves. Their various anxieties are: First, they 
confiscated money will have to be turned over and will not 
be returned to them. Some units, especially those that are 
badly off economically, will rather deal with such cases 
themselves, because they fear after they transfer the cases 
to the procuratorial organs, the confiscated money will not 
be promptly returned to them. Second, they fear that the 
case may adversely affect their reputation. Third, they fear 
that they will be “rejected by one negative vote [yi piao fou 
jue 0001 4384 0694 0414).” In some places, the system has 
willfully expanded the scope of the “rejection by one 
negative vote” responsibility system. Regardless of how 
well the unit may be doing with regard to all other norms, 
if there happens only one security, criminal, or other case, 
each one will result in “rejection by one negative vote,” 
when even welfare items accrued to cadres, staff, and 
workers will be cancelled. As soon as that kind of a 
problem arises in a unit, they will therefore always raise 
obstructions in every way possible and settle the matter in 
some other, perfunctory way. 
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{Article by Tsao Hsiao-heng (2580 1420 5899): 
“Taiwan’s Trade Deficit With Japan Hits Another 


Record High”) 


[Text] Measures Are Available, But Strength Is Lacking 
To Remedy the Situation 


Taiwan’s trade deficit with Japan has been a long- 
standing problem. The annual deficit was roughly 
between $2.1 and 3.7 billion for the first seven years of 
the 1980’s, but has soared dramatically since 1987. It 
rose from $4.862 billion in 1987 to $9.7 billion in 1991. 
The figure nearly doubled in five years, averaging a 39.8 
percent increase annually. Calculated on the basis of the 
1991 figure, which was already high, the 1992 deficit 
surged further by more than 24 percent. As for 1993, 
Taiwan’s trade deficit with Japan for the first 11 months 
already totaled $12.9 billion. An estimate made by 
Taiwan’s “Board of Foreign Trade” puts the whole 
year’s deficit at $14 billion, which is a new record high, 
standing 8.5 percent above the $12.9 billion deficit 
registered in 1992. 


Over the past few years, the Taiwan authorities have left 
no stone unturned to solve the trade deficit with Japan. 
To explore new markets, Taiwan’s “Ministry of Eco- 
nomic Affairs” formed a “Commission for Reduction of 
the Trade Deficit With Japan” in early 1993. Since then, 
several Taiwan commodity sales exhibitions have been 
held in Japan, and delegations have been sent there for 
sales promotion purposes. Other actions taken include 
establishing the Taiwan Trade Center and the Joint 
After-Sale Service Center in Japan, requesting Japanese 
manufacturers in Taiwan to sell their products back to 
their home country, diversifying sources of imports, and 
removing trade barriers. With respect to industrial struc- 
tural adjustment, the Taiwan authorities have adopted 
seven measures, namely, assisting industries in raising 
their product quality, helping improve industrial 
designs, strengthening the central-and-satellite-plant 
system, beefing up quality control and inspection, 
encouraging manufacturers to develop their own tech- 
nology and make key parts and components indepen- 
dently, actively introducing advanced technology from 
abroad, and promoting investment. In implementing the 
above measures, the “Industrial Development Bureau of 
the Ministry of Economic Affairs” in Taiwan has, among 
other things, energetically promoted the production of 
66 key products, parts, and components to ensure the 
independence of the island’s industry and free it from 
Japan’s control in a bid to radically solve the trade 
deficit problem. The results are not so effective, 
however. 


What is noteworthy is the relations of trade between 
Taiwan on the one hand and Japan, the United States, 
and the Chinese mainland on the other. Generally 
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speaking, in the mid-1980’s, Taiwan's trade deficit with 
Japan was offset by its trade surplus with the United 
States. When the trade deficit with Japan increased, the 
trade surplus with the United States generally went up; 
that is, they changed directly with each other. In those 
years, Taiwan’s exports to the United States rose with its 
increased imports from Japan. After 1987, Taiwan's 
trade deficit with Japan continued to climb each year, 
but its trade surplus with the United States kept 
declining, except for a slight pickup in 1989. In 1993, 
Taiwan’s trade deficit with Japan continued to surge 
sharply while there was only a slight upturn in its trade 
with the United States. In contrast, Taiwan’s direct trade 
with Hong Kong and indirect trade with the mainland 
both shot up considerably. In 1992 the total of these two 
trade sectors reached $17.2 billion, accounting for over 
12 percent of Taiwan’s external trade. The trade surplus 
with Hong Kong and the mainland that year totaled 
$13.6 billion, way above the $7.8 billion surplus with the 
United States. As of the end of November 1993, Tai- 
wan’s trade surplus with Hong Kong and the mainland 
already reached $15 billion, up 23.9 percent over the 
corresponding period of the preceding year. That was 
roughly 2.5 times the $6.3 billion surplus registered with 
the United States for January-November 1993. It is 
estimated that the 1993 trade surplus with Hong Kong 
and the mainland will exceed $16.5 billion. As can be 
seen, Taiwan’s trade surplus with Hong Kong and the 
mainland in the 1990’s has been approximately equiva- 
lent to its trade deficit with Japan, playing a key role in 
maintaining Taiwan’s overall trade balance. 


The State of Over-Reliance on Japan Cannot Be 
Changed Shortly 


Economic and trade relations between Taiwan and 
Japan are centered on vertical international division of 
labor. Japan is moving overseas its industries and enter- 
prises with decreasing comparative profits, whereas Tai- 
wan’s economic and other conditions are suited to the 
acceptance of such Japanese industries and technologies. 
This has resulted in Taiwan's sizable trade deficit with 
Japan and the relatively large amount of Japanese invest- 
ment on the island. 


From 1952 to December 1991, Japan’s direct investment 
in Taiwan was $4.2 billion, accounting for 32.7 percent 
of the direct investment the island received from over- 
seas. During this period, Japan made 2,181 technology 
transfers to Taiwan, or 60.4 percent of the technology 
transfers Taiwan received from abroad—an indication 
of Taiwan’s heavy reliance on Japanese technology. 
After the third post-war surge in its overseas investment 
in the mid-1980’s, however, the share of Japan’s invest- 
ment in Taiwan in its total overseas investment has been 
declining. In 1985, Japan’s investment in Taiwan 
accounted for 1.19 percent of its direct overseas invest- 
ment, which totaled $12.2 billion. In 1989, its direct 
overseas investment surged to $67.5 billion, while only 
0.95 percent of this amount was invested in Taiwan. In 
other words, while its overseas investment expanded 5.5 
times, the share of its investment in Taiwan dropped 20 
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percent. The first half of 1993 saw only 29 new Japanese 
investment projects in Taiwan, with a 60 percent drop in 
the total investment amount compared with the record 
registered a year ago. Technological cooperation projects 
numbered only 39, down by 20 percent from the 1992 
record. As can be seen, the Taiwan authorities’ policy of 
absorbing Japanese technology to upgrade the island’s 
industry has not produced any appreciable results. 


On the surface, Japan’s investment and technological 
cooperation projects have enabled Taiwan manufac- 
turers to purchase more raw materials, spare parts, 
machinery, and equipment from Japan. Moreover, while 
Taiwan is changing its economic mode, high-tech enter- 
prises on the island have to rely more on Japan for the 
supply of parts and components for making high-tech 
products. On the other hand, most of the export products 
made with Japanese technology, materials, parts, and 
components are not sold back to Japan, but are destined 
for European and American countries. This is why 
Taiwan’s trade deficit with Japan has become greater 
each year. 


A radical analysis reveals that the development and 
structure of economic and trade relations between 
Taiwan and Japan are principally subject to the fol- 
lowing factors: 


Firstly, as far as Taiwan’s economic and industrial 
structures are concerned, small and medium-sized enter- 
prises are the main producers of export products. Many 
of them are original-equipment manufacturers (OEM) 
for big Japanese companies, which manipulate their raw 
material supply and sales channels. Under such circum- 
stances, these small and medium-sized enterprises can 
hardly free themselves from the Japanese companies’ 
control. Given the current technological and industrial 
conditions in Taiwan, there are two reasons for Tai- 
wanese manufacturers to choose Japan instead of any 
other country for their OEM operation: Either the Jap- 
anese products are of good quality or they are more 
competitive in price. It may be said that Taiwan-Japan 
economic and trade relations are founded on the com- 
parative advantage of international division of labor 
necessitated by industrial development. Such relations 
can give some benefits to both sides within a certain 


period of time. 


Secondly, the Japanese market is of a closed nature, 
which is seldom seen in Western economic systems. Its 
quality and specification requirements and the inspec- 
tion system are almost overcritical, and its marketing 
process and practice are highly intricate. Certainly, 
without a thorough knowledge of the Japanese market 
and a sufficient strength, it will be difficult to enter into 
that market. What is more, most of the Japanese com- 
panies doing business or making investment in Taiwan 
are aimed at exploiting the local market or using Taiwan 
as a place to manufacture or process their products to be 
sold to the United States. They are different from those 
American investment projects in Taiwan whose products 
are by and large sold back to the United States. Such 
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being the case, it is, of course, inevitable for a double 
imbalance to exist between the two countries—Taiwan 
suffers a trade deficit with Japan, and Japan’s invest- 
ment in Taiwan far exceeds Taiwan’s investment in that 
country. 


Thirdly, in the field of science and technology, Taiwan’s 
research and development are still at a relatively low 
level and cannot form a foundation for upgrading its 
industry. As Taiwan has been inclined to follow Japan’s 
example in every aspect of its post-war economic devel- 
opment, it still relies on technology imports from Japan 
even today. Taiwan manufacturers import from Japan a 
sizable portion of their raw materials, parts, compo- 
nents, machinery, and equipment for making products to 
be exported. Take the electronics industry as an 
example. Taiwan’s export of electronics amounted to 
some $18 billion in 1991, ranking the sixth in the world. 
However, it should be noted that Taiwan’s electronics 
design and manufacturing capabilities are still rather 
inadequate despite its 30 years of development efforts 
and the decision made in 1982 by the authorities to 
designate the electronics industry as a “strategic indus- 
try.” Of the parts and components required by the 
electronics is ‘ustry, only a fraction is made domesti- 
cally. For the mdustry’s downstream sector, over 80 
percent of the paris and components have to be 
imported, especially from Japan. As a striking example, 
over 90 percent of Taiwan’s requirement for integrated 
circuits—an essential component for information elec- 
tronics—is met by imports. 


Taiwan’s economic development is not accompanied by 
the optimization of the entire economy, nor is it a 
process associated with a gradual progress in science and 
technology. Instead, it is a quantitatively expanding 
profit-making process through continuous absorption, 
but not digestion, of foreign technology and capital to 
make products for export. This process has resulted in 
the present pattern of economic and trade relations 
between Taiwan and Japan. 


ee ee 


Taiwan’s industry is in the course of upgrading. Indus- 
trial upgrading and product updating will certainly boost 
the demands for new technology, equipment, parts, and 
components. In recent years, over 80 percent of Taiwan’s 
imports from Japan are machinery, equipment, and 
various parts and components. Such imports are prereq- 
uisites for Taiwan's survival and development. Mean- 
while, Taiwan has adopted the following measures to 
improve its economic and trade relations with Japan: 1) 
exploring markets in Japan for Taiwanese goods so as to 
cut trade deficit; 2) adjusting industrial structure to 
reduce reliance on Japan; and 3) improving the status of 
export-processing zones, diversifying markets, and 
exploring new sources of technology and equipment 
through “liberalization and internationalization” 
measures. 
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Development of Taiwan-Japan economic and trade rela- 
tions are affected by the following external factors: 


In the first place, it is affected by the slowdown of 
economic growth of Western developed countries. 
According to forecast by international organizations and 
research institutes, the economic growth rates of the 
seven major Western developed countries for the 1990's 
will be lower than the 1980’s. During the late 1980's and 
the early 1990’s, Japan’s economic situation is that 
following a 4.6 percent growth rate in 1988, a rather 
quick growth was scored in 1990, pushing the growth 
rate to 5.2 percent. In 1991, however, the economic 
growth rate fell to 3.3 percent. Following that, the growth 
rate is expected to remain at a level below 4 percent, as 
forecast by most people. This provides a favorable 
condition fur Taiwan to import Japan’s technology and 
equipment to meet its industrial-upgrading require- 
ments. But the negative effect is that Taiwan will 
encounter hard-to-overcome obstacles in exploring mar- 
kets in Japan. 


Secondly, the acceleration of global economic regional- 
ization will also have some impact on Taiwan-Japan 
economic and trade relations. Progress in building a 
Single European Market and the signing of the North 
American Free Trade Agreement have made it a general 
trend of the times that countries of the central Pacific- 
Asia region want to cooperate in checking and balancing 
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the control and blockade imposed upon them by Euro- 
pean and American countries. For this reason, both 
Taiwan and Japan have deliberately strengthened their 
ties, adjusted their bilateral relations, made a number of 
proposals, and sent delegations to visit each other from 
time to time in a bid to reinforce and improve their 
economic and trade relations. 


In addition, the 1990’s will witness the acceleration of 
science and technology advance in the world. Accord- 
ingly, the international diffusion of technology will also 
become faster. Based on its relatively large foreign 
exchange reserve and fairly sound economic and techno- 
logical foundation, Taiwan will speed up the absorption 
of advanced technology from abroad. It will become a 
major potential recipient that Japan will consider for 
further accelerating nonsophisticated technology trans- 
fers in the Pacific-Asia region. 


From the above it follows that before Taiwan completes 
its industrial upgrading, there will be no radical change 
in its unfavorable trade balance with Japan. Because of 
its limited market capacity, however, Taiwan’s trade 
deficit with Japan will slide down slowly after attaining a 
certain level. What is worth mentioning is that the two 
sides of the Taiwan Straits, with their increasing con- 
tacts, will enter a new phase of economic and trade 
relations in the late 1990’s. Escalation of their economic 
cooperation will assist Taiwan in upgrading its industry, 
thereby reducing its reliance on Japan. 
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